WILLKIE FARR & GALLAGHER v» MEMORANDUM

TO: Files

CC: San Diego Audit Committee

FROM: Willkie Farr & Gallagher LLP

RE: Interview of Elizabeth Kelly, May 3, 2006

DATED: May 29, 2006

On Wednesday, May 3, 2006, David Callaghan of Kroll and Sharon Blaskey and
Jesenia Ruiz de la Torre, in Willkie Farr & Gallagher LLP’s capacity as counsel to the Audit
Committee, interviewed Elizabeth Kelly. Gareth Kelly, Ms. Kelly’s husband, was present as her
representative. Also in attendance were Rahul Khona and Donielle Evans of KPMG. The
interview took place in a conference room on the 3rd floor of the City Administration Building,
202 C Street in San Diego, and lasted approximately four hours.

The following memorandum reflects my thoughts, impressions, and opinions
regarding our meeting with Elizabeth Kelly, and constitutes protected attorney work product. It
is not, nor is it intended to be, a substantially verbatim record of the interview.

Before the interview began, Ms. Kelly expressed some concerns regarding the
number of people in attendance at the interview. Ms. Kelly said she was under the impression
that two individuals would be conducting the interview. Ms. Blaskey introduced everyone in the
room and explained why their presence was necessary. Ms. Kelly also stated that she wished she
had been informed that she could bring a laptop to have Mr. Kelly type notes of the meeting.

Mr. Kelly asked if he would be allowed to ask questions during the interview. Ms. Blaskey
replied that she did not anticipate that being a problem. Ultimately, Mr. Kelly did not ask any
questions during the interview.

Warnings

Ms. Blaskey began the interview by explaining the circumstances and purpose of
the City of San Diego’s (the “City”) creation of the Audit Committee, noting that information
obtained during the course of the interview would be used, if relevant, in the Audit Committee’s
eventual report. Ms. Blaskey explained that Willkie does not represent Ms. Kelly and, thus,
statements made during the interview are not covered by the attorney-client privilege.
Nonetheless, we would be treating the information obtained during the interview as confidential,
covered by the work-product privilege during the investigation, but any such privilege would
likely be lost with the release of the Audit Committee’s report. Ms. Blaskey asked that Ms.
Kelly keep the interview confidential. Ms. Blaskey further explained that, if requested, we
would provide information from the interview to the SEC, the U.S. Attorney’s Office or the
City’s outside auditor, KPMG, so it is important that Ms. Kelly be accurate and truthful. Ms.
Blaskey emphasized that Ms. Kelly should seek clarification of any question at any time. Ms.



Kelly asked whether she could review the interview summary that would be created so that she
could ensure that it was accurate. Ms. Blaskey replied that neither the notes of the interview, nor
the summary would be provided to Ms. Kelly for her review because they are attorney work
product.

Background

Mr. Callaghan began the interview by asking Ms. Kelly to explain her educational
and work experience. Ms. Kelly stated that she received a Bachelor’s Degree in Economics and
English Literature. She also received a Masters in International Business. Ms. Kelly began
working in the private sector early on in her career, but approximately fifteen years ago, she
began working for the City of San Diego. At first, Ms. Kelly was a trainee in the Budget Office;
she was then promoted to the position of Assistant Associate. After working in the Budget
Office, Ms. Kelly began working in the Retirement Office assisting with investments (not the
administration of the retirement system). While Ms. Kelly worked in the Retirement Office, she
was a low level analyst who reported to Doug McCalla. Ms. Kelly recalled that, in 1993, she
authored a report which considered whether the retirement system should invest in international
assets. After she worked in the Retirement Office, Ms. Kelly went back to the Budget Office,
where she created revenue projections for the City’s General Fund. Next, Ms. Kelly was
employed by the City’s Street Division (within the Department of Transportation) where she
supervised an analysis regarding the budget on both the revenue and expenditure side. In late
1997, Ms. Kelly began working in Financial Services, where she is still currently employed.
When she began working at Financial Services, she was a Supervising Analyst (a lower level,
“Class 5” employee). As a Supervising Analyst, Ms. Kelly worked on the Convention Center
Offering. Ms. Kelly stated that early in 2002, she became a Program Manager. In that capacity,
Ms. Kelly was involved in the Ballpark Offering and another project regarding a proposal to
establish a homeless shelter. Ms. Blaskey asked Ms. Kelly where the funds for the homeless
shelter project came from. Ms. Kelly could not recall. Later in the interview, Ms. Kelly stated
that she was also a liaison to the City Council for approximately six months under City Manager
Jack McGrory. Ms. Kelly stated that she had not obtained any professional certifications.

General Process

In developing disclosures, there was a financing team consisting of personnel
from Financial Services, the City Treasurer’s Office, the City Attorney’s Office, the City
Auditor’s Office, and the City Manager’s Office. Bond counsel, disclosure counsel, financial
advisors, and any specific departments relevant to the disclosures were also involved. Ms. Kelly
recalled that outside disclosure counsel was also involved in updating the drafts of offerings.
Mr. Callaghan asked Ms. Kelly to describe her impressions of Paul Webber, outside counsel
from Orrick Herrington & Sutcliff. Ms. Kelly felt that Webber was very detail oriented, to the
extent that people would sometimes become frustrated with him.

Ms. Kelly recalled that the financing team spent a lot of time drafting offering
documents so that everyone on the team was comfortable that all of the relevant information was
included. Typically, a draft would be presented at a due diligence meeting and questions would
be asked to determine whether all of the relevant information had been included. The draft
would then be updated by counsel and resubmitted to the financing team. This process was



continued until everyone on the financing team was satisfied with the offering. Once a section
was complete, it was submitted to the subject matter “expert” within the City selected by Webber
and the City Attorney’s Office. The “experts” reviewed the section and an additional draft
would be circulated to the financing team if changes needed to be made. Ms. Kelly believed that
the offerings that were issued were made to the best of the financing team’s ability. Ms. Kelly
could not understand how incorrect pension disclosures were issued if this process was used.

Ms. Kelly stated that she was not involved in pension disclosures and that she did not know how
that section was not properly updated.

Mr. Callaghan asked Ms. Kelly what training Financial Services provided to her.
Ms. Kelly stated that the learning approach was very hands-on and that was supplemented by
seminars that were given by the California Debt and Advisory Commission. Ms. Kelly recalled
that those seminars were not mandatory, but employees were encouraged to attend. The
seminars would last a day or two and would include a variety of topics. Ms. Kelly stated that
during her first year at the job, she also learned a great deal from consultants such as Webber and
other financial advisors who were more experienced. Ms. Blaskey asked whether there were
any conversations regarding general disclosure requirements or if her training was specific to the
tasks at hand. Ms. Kelly replied that general or “text book” rules were not conveyed. Ms. Kelly
recalled that much of her learning was the result of questions she asked.

Ms. Kelly reviewed Exhibit 1, an e-mail she received from Mary Vattimo, City
Treasurer, dated December 10, 2001. The e-mail stated “I cannot believe this.” In the e-mail,
Vattimo was responding to Ms. Kelly distributing documents to “Phil and Ed.” Mr. Khona asked
Ms. Kelly how she would respond to this type of feedback. Ms. Kelly stated that she would
sometimes receive an e-mail like this one and she would try to interpret it to get past the lack of
clarity. Ms. Kelly did not recall the particular e-mail, but stated that from reviewing it, it seemed
that she (Ms. Kelly) had set forth what she had planned to do and Ms. Kelly could not recall
altering that plan as a result of the e-mail.

Mr. Khona asked Ms. Kelly to review Exhibit 2, an e-mail she received from
Richard Hays, Director of the Environmental Services Department, dated July 3, 2003. The e-
mail states that the City was hiring a financial advisor for a project regarding environmental
services. Ms. Kelly recalled that she had forwarded some information regarding the new hire.
As a result, she received a phone call informing her that she should not have forwarded that
information because it concerned a pending litigation, possibly the De La Fuente litigation.
There were concerns about lawsuits and protecting the attorney-client privilege.

Ms. Kelly reviewed Exhibit 3, an e-mail she received from Vattimo, dated
September 15, 2003, which stated that Ms. Kelly should “not forward this to anyone.” Mr.
Khona asked Ms. Kelly if she typically received instructions of this sort. Ms. Kelly stated that
she did not, but that she would occasionally receive emails that restricted her communications
with others. Ms. Kelly stated that she would not understand the reasons for those restrictions,
and perhaps the City Manager was too busy to provide that information. Ms. Kelly assumed that
it had to do with the attorney-client privilege. Ms. Kelly stated that she did not think that
restrictions on communications were intended to hide anything.

Mr. Callaghan asked Ms. Kelly to describe her impression of Vattimo. Ms. Kelly
stated that Vattimo was her supervisor and that she sometimes found it difficult to work with her.



Ms. Kelly stated that it was sometimes difficult to communicate a difference of opinion with
Vattimo. Ms. Blaskey asked Ms. Kelly what dialogue would take place with Vattimo when there
was a difference of opinion. Ms. Kelly responded that Vattimo had a different style than Patricia
Fraizer or Ed Ryan of the Auditor and Comptroller’s Office. The City had certain values that
emphasized cooperation and Vattimo was “a little rough around the edges for that style.” Ms.
Kelly recalled that Vattimo would sometimes send a “zinger” e-mail that would catch her off
guard, but this was not a common occurrence. Despite some difficulty communicating with
Vattimo, Ms. Kelly could not recall any important issues being left unresolved. Ms. Kelly stated
that aside from the communication issue, she had a pretty good working relationship with
Vattimo.

Ms. Kelly stated that she was not involved in the creation of Appendix A to
offering documents. Ms. Kelly stated that Appendix A was handled by a different group within
Financial Services headed by Lakshmi Kommi, Financial Services Manager. Ms. Kelly recalled
that Webber and disclosure counsel would work with Kommi to finalize Appendix A, which
needed to be included in the financings that they worked on.

The Ballpark Offering

Ms. Kelly recalled that in 1999 she started working on the Ballpark Offering a
few years after it had already been in progress. Ms. Kelly recalled that the Ballpark Offering
was “huge.” Ms. Kelly we shown Exhibit 4, the Ballpark Offering OS. Mr. Callaghan asked
Ms. Kelly what sections of the offering she was involved in developing. Ms. Kelly replied that
she worked on the body of the offering, but she did not work on the appendices. Mr. Callaghan
asked Ms. Kelly what entities were involved in Ballpark Offering. Ms. Kelly replied that the
City, the Padres, the Redevelopment Agency (Centre City Development Corp.), the City
Attorney’s Office, Financial Services, the Auditor’s Office, and the City Manager’s Office were
all involved in the offering. Ms. Kelly also stated Engineering Capital Projects, the Special
Projects Division (through Bruce Herring), and Mike Madigan were involved in the offering.
Ms. Kelly believed that Madigan was a high level employee from the Mayor’s Office, but she
never knew what his exact function was. Ms. Kelly could not recall having any contact with
Dennis Gibson (Mayor Murphy’s Senior Policy Advisor) during the offering, but in responding
to a document request, she saw documents showing that she had some communications with him.
Ms. Kelly could not recall the substance of those communications. Ms. Kelly recalled that the
key players in the Ballpark Offering were Patricia Frazier (City Manager’s Office), Paul Webber,
Les Girard (City Attorney’s Office), Ed Ryan (Auditor and Comptroller), and the City’s
Redevelopment Agency. Ms. Kelly recalled that the Ballpark Offering was issued in early 2002
and was incredibly complex, in part because multiple entities were involved. As a result of the
complex nature of the offering, the City Manager’s Office “took the lead.” Ms. Kelly recalled
that the City Manager’s Office was always involved in financings, but regarding the Ballpark
Offering, the level of involvement by high level management was particularly noticeable. For
example, Frazier and Ryan attended every due diligence meeting held by the financing team and
they reviewed the official financing statement.

Ms. Kelly recalled feeling frustrated by the flow of information among those
involved in the offering. For example, Ms. Kelly usually had more information than upper
management. Ms. Blaskey asked Ms. Kelly if that was typical for all of the City’s financings.



Ms. Kelly replied that she could not answer that question because she had only worked on two
financings, but that for those, she felt that the financing team ultimately had “a complete
package.” Ms. Kelly expressed her belief that with the Ballpark Offering in particular, there may
have been a problem with the flow of information because of the complex nature of the offering.
Ms. Kelly recalled that various individuals within the financing team had “different pieces of the
puzzle” that they focused on.

Mr. Callaghan asked Ms. Kelly to walk through key events that occurred
regarding the Ballpark Offering. Ms. Kelly stated that the Ballpark Offering was significantly
delayed because approximately sixteen lawsuits were filed against the project. Mr. Callaghan
asked Ms. Kelly if she could recall when the first lawsuit was filed. Ms. Kelly stated that she
could not, but that perhaps Girard could provide that information. Ms. Kelly recalled that there
where two major lawsuits regarding the validity and tax exempt nature of the bonds. Mr.
Callaghan asked Ms. Kelly if there were any other major events that she could recall regarding
the offering. Ms. Kelly stated that the lawsuits were a major topic of discussion. Ms. Kelly
could not recall the specifics of the other lawsuits, but stated that the construction of the project
may have been at issue. The City Attorney’s Office was involved in those cases and Orrick was
hired to analyze the impact the lawsuits could have on the offering, such as the effect on the
offering itself and on the City’s cash flows.

Mr. Callaghan then asked Ms. Kelly questions regarding the pricing of the bonds.
Mr. Callaghan stated that there could be an argument that the bonds were overpriced, and he
asked her to explain how they were priced. Ms. Kelly stated that a Manager’s Report was
presented to the City Council in late 2001, which discussed the pricing of the bonds. She also
stated that the price of the bonds was high, because the bond insurance on the offering would not
cover losses regarding the lawsuits questioning the validity and tax exempt status of the bonds.
Therefore, a price penalty would have been incurred as a result of the pending litigation.
Additionally, counsel issued a “qualified legal opinion,” rather than the usual “unqualified”
opinion, which was usually obtained. The litigation and the qualified legal opinion resulted in
the bonds being considered a risky investment. Ms. Kelly stated that was planned for after the
lawsuits were resolved so that the price of the bonds would be adjusted. Mr. Callaghan asked
Ms. Kelly why the City did not just wait until the lawsuits were adjudicated before issuing the
offering. Ms. Kelly stated that she did not know why the City chose to issue the bonds while the
lawsuits were pending. Ms. Kelly stated that she was not involved in those discussions, but she
recalled a desire to “get the offering done.” Ms. Kelly recalled that although the lawsuits had not
been adjudicated at the time of the issuance of the Ballpark Offering, approximately a year and
half later, they were resolved in favor of the City. Ms. Kelly recalled that the qualitied opinion
was still retained with regards to the initial offering, because while the lawsuits were resolved,
the plaintift could still return to the courts for additional relief. An unqualified opinion was
obtained for the refunding, however (though it was not ultimately issued).

Mr. Callaghan asked if there were discussions about what to do if the result of the
litigation was not favorable to the City. Ms. Kelly could not recall those discussions, but
imagined that the topic was discussed. Mr. Callaghan asked Ms. Kelly when preparations for the
construction of the ballpark were commenced. Ms. Kelly recalled that when the bonds were
issued, preparations for the ballpark had already begun. The Padres, the City, and the
Redevelopment Agency had contributed some funds to begin the construction. Mr. Callaghan



asked what would happen if the litigation was unfavorable and the construction of the ballpark
was scheduled to continue. Ms. Kelly recalled being advised by counsel that the City could
afford to make payments for the construction of the ballpark even if the litigation was
unfavorable. Ms. Kelly recalled that the City was to contribute about 224 million, 75 million of
which was cash, the remainder of which would be covered by the offering. Ms. Kelly stated that
if the litigation resulted in the bonds being invalidated, counsel advised that the City would than
have the option of making payments on the bonds and that would be in the best interest of the
City. Mr. Callaghan asked how those payments would be made. Ms. Kelly stated that she could
not recall those details but perhaps the City Attorney could provide additional information
regarding that topic.

Ms. Blaskey asked Ms. Kelly what she knew about the conflict of interest issue
that arose regarding former Councilmember Valerie Stallings. Ms. Kelly recalled that
Councilmember Stalling had received a gift and her vote on the ballpark offering may have been
tainted as a result. This was another “bump in the road” for the Ballpark Offering. As a result of
the possibly tainted vote, counsel advised that another vote be taken. Several presentations were
made. Girard was heavily involved in those preparations and Frazier may have also been
involved. She had no knowledge of a letter from Bryan Cave to the City Council regarding
disclosure obligations until she read about it in Vinson & Elkins’s report.

Mr. Callaghan asked Ms. Kelly to describe Merrill Lynch’s role in the offering.
Ms. Kelly stated that the Ballpark Offering was a private placement because it was a transaction
where the purchasing parties were limited. Merrill Lynch bought all of the bonds and then it was
permitted to sell the bonds to thirteen “sophisticated investors” who would be required to sign
investment letters. The investment letters were required to insulate the City from potential
litigation if the bonds were deemed invalid or subject to taxes, since the bond insurance did not
cover those losses.

Ms. Kelly stated that she was recently contacted by Girard. She believes that an
article published in the Wall Street Journal prompted the phone call. During that conversation,
Girard stated that there were many meetings that took place in the Mayor’s Office, that she was
not involved in. The article may have had something to do with Peter Davis, who was the ex-
chairman of the Centre City Development Corp. as well as being an SDCERS Board member
(Mr. Kelly stated that “Peter” was his first name when Ms. Kelly could not recall it). Ms. Kelly
stated that she did not know if Davis was involved in the Ballpark Offering and that she had
never met him. Ms. Kelly recalled that Davis had made a comment regarding the pricing of the
offering in the article, but she could not recall any specifics beyond that.

Mr. Callaghan asked Ms. Kelly how committed the City was to having the
offering go forward and whether there was any pressure to issue the offering. Ms. Kelly
responded that there was a sense that the City wanted to issue the offering, and when Mayor
Murphy was elected, one of his top ten goals was to complete the construction of the ballpark.
Ms. Kelly stated that Mayor Murphy was involved in the financing and she understood that
meetings with the Mayor took place that she was not involved in. These facts made her think
that it was important to the City to issue the offering.

Ms. Kelly reviewed Exhibit 5, an e-mail she sent to Gary Kitahata, of Kitahata &
Company, dated October 2, 2003. The e-mail mentioned the Ballpark Offering, and Ms. Kelly



stated that even though the Ballpark Offering was “stopped,” she continued to work on it as
issues arose. Ms. Kelly recalled that in late 2003 to early 2004, Financial Services was gearing
up to go back to counsel with revised language in the Ballpark Offering, and this e-mail probably
had to do with that. Ms. Kelly noted that there was a task force in place that considered whether
the ballpark should be built and then a public vote was taken.

The Convention Center Offering

Ms. Kelly described her experience working on the Convention Center Offering,
which was the first offering that she had ever worked on. Ms. Kelly noted that the financing had
been in the works for approximately two years prior to her joining the financing team. Mr.
Callaghan asked Ms. Kelly if there were any differences between the Ballpark and the
Convention Center Offerings. Ms. Kelly stated that that was difficult for her to answer because
she came on to both offerings after they had been contemplated for several years. Ms. Kelly
recalled that there was also an issue regarding the validity of the bonds that had to be litigated
regarding the Convention Center Offering. The Court decided that the lease revenue structure
was valid. This litigation delayed the Convention Center Offering by a few years, and the City
explored a different financial structure for the project. Ultimately, the litigation was resolved in
favor of the City, so the lease revenue structure was used. Ms. Kelly stated that Webber was also
involved in the Convention Center Offering.

Bond Rating Agencies

Mr. Callaghan asked Ms. Kelly what her role was regarding communications with
the bond rating agencies (the “agencies”). While working on the Convention Center Offering,
Ms. Kelly was involved in the preparation of presentations to the agencies. While working on
the Ballpark Offering, she was not involved with the agencies, because that was an unrated
offering; Ms. Kelly also noted that TANs Offerings were not rated. Ms. Kelly did not recall
having too much contact with the agencies, but in response to a request for documents, she was
surprised to find that a few communications did exist. Ms. Kelly stated that she could not recall
any specific conversations that she may have had regarding the agencies. Ms. Kelly stated that
Kommi, who worked with the agencies, could probably provide more information regarding the
agencies.

Ms. Blaskey asked Ms. Kelly to review Exhibit 6, an e-mail she received from
Kitahata, dated October 4, 2001. Ms. Blaskey asked Ms. Kelly if generic documents were sent
to all three agencies as the e-mail suggested. Ms. Kelly stated that she could not specifically
recall that being done. Ms. Kelly stated that the reference to making the rating agencies a
“generic document” may have been a reference to a “general rating book” or insurance
presentations. Ms. Blaskey asked Ms. Kelly what she recalled regarding the preparation of
presentations to the agencies. Ms. Kelly recalled that she worked with Kaku, and other financial
advisors on a presentation regarding various aspects of an offering, but that presentation was
never actually made to the agencies because the offering was not issued. Ms. Blaskey asked Ms.
Kelly who “Jeff,” referenced in the e-mail was. Ms. Kelly replied that that was a reference to ’
Jeff Witt. Witt reported to her and Kommi regarding a variety of projects. Ms. Kelly recalled
that in connection with the Ballpark Offering, Witt set up conference calls to bring all of the
parties together.



Ms. Kelly recalled that with transactions involving the General Fund, ratings were
typically sought to demonstrate to investors that the bonds were “investment grade.” Ms.
Blaskey asked Ms. Kelly if a presentation to the agencies would be required for them to
characterize an investment as “investment grade.” Ms. Kelly stated that she could not recall, but
she would think that the agencies would have received some sort of a presentation.

Mr. Callaghan asked Ms. Kelly if she would receive copies of the presentations
made to the agencies. Ms. Kelly could not recall if she received copies, but stated that the
presentations would be sent to Kommi so that she could review the pension section. The
presentation would also be sent to another group of individuals who had had expertise regarding
information related to the City.

Interactions with Outside Professionals

Mr. Callaghan asked Ms. Kelly what interactions she had with outside
professionals. Ms. Kelly responded that outside professionals were an integral part of the
financing team. Ms. Kelly recalled that she had extensive interaction, particularly with
individuals selected to be outside counsel, who were very engaged in the process and played a
key role. The City Attorney’s Office was also very involved in the process -- they were
considered to be internal counsel.

Ms. Kelly recalled thinking that outside counsel had expertise regarding the
market because they were involved in more transactions than City employees. Ms. Kelly felt
that outside counsel significantly affected disclosures and that they understood what the best
practices were. Ms. Kelly recalled that there were occasions when she would contact outside
counsel regarding a particular item and they would inform her that she did not need to be
concerned with disclosing that item. Ms. Kelly would have discussions with counsel as to why
the disclosure was not necessary, or if the disclosure regarded a financing the whole financing
team would be involved in those discussions. Ms. Blaskey asked if outside counsel ever advised
that a particular item needed to be disclosed, but the financing team said they did not want to
disclose that item or that they wanted to reconsider that advice. Ms. Kelly stated that it was
difficult for her to separate the facts that she knew at the time from the facts that she
subsequently understood, but she generally recalled that there were times that upper management
would be frustrated with outside counsel. Ms. Kelly could not recall if outside counsel’s advice
was ever rejected as a result of that frustration.

Ms. Blaskey asked Ms. Kelly what would occur if there was a disagreement
between the City Attorney and outside counsel regarding the scope of disclosures. Ms. Kelly
could not recall that type of a disagreement ever occurring, but acknowledged that she was not
involved in all of the discussions regarding the scope of disclosures.

Ms. Kelly recalled one occasion when she disagreed with a particular bond
counsel who included some overly complex information in an indenture for an escrow release.
Ms. Kelly recalled that some heated discussions took place because she felt that the language
was too convoluted and could not be understood by investors. Ultimately, counsel’s advice was
followed.



Interactions with Elected Officials

Mr. Callaghan asked Ms. Kelly to describe the level of interaction that she had
with elected officials. Ms. Kelly replied that she had limited contact with elected officials even
while she was employed as a liaison to the City Council. Ms. Kelly recalled that she had had one
or two meetings with Councilmember Zucchet in connection with land based financings. Ms.
Kelly also sat in on some meetings with Councilmember Frye and City Treasurer Vattimo
regarding the Fire and Lifeguard Facilities Financing, Ms. Kelly stated that she was also present
at City Council meetings if a financing was going forward and the City Council needed to be
briefed. Ms. Kelly specifically recalled being present at City Council meetings where land based
securities and the Community Naval Center Redevelopment Project were discussed. At those
meetings, Girard and Frazier would lead a presentation to the City Council. Ms. Blaskey asked
Ms. Kelly if Councilmembers asked questions during those presentations. Ms. Kelly replied that
they did and then citizens would speak to either oppose or support the measure. Ms. Blaskey
asked Ms. Kelly if she had ever attended a closed session of the City Council. Ms. Kelly stated
that she had not.

The Corbett Litigation

Mr. Callaghan asked Ms. Kelly if she knew anything regarding the disclosure of
the Corbett litigation. Ms. Kelly stated that her knowledge of the Corbett litigation was
extremely limited and consisted of knowledge based primarily on information that she had read.

Ms. Kelly reviewed Exhibit 7, an e-mail she received from Jin Kim, of
O’Melveny and Meyers, dated December 15, 2000, regarding the inclusion of Corbett in an
offering statement. Ms. Kelly recalled that the City Attorney’s Office would draft the litigation
section of a disclosure and then it would be “fine-tuned” by the financing team. Outside counsel
would draft the litigation section if it was in a better position to do so, as a result of its
involvement in the particular litigation. Ms. Kelly recalled having communications regarding
Corbett, because if the Corbett litigation was in the offering statement section regarding pending
lawsuits, then sections of the body of the offering would need to be modified.

The Voluntary Disclosure

Ms. Kelly recalled that her role was very limited regarding the 2004 Voluntary
Disclosure. She recalled that in December of 2003, she mailed out drafts of the disclosure and
while she was doing that she had a conversation with Kitahata. Ms. Kelly then relayed
Kitahata’s comments to Vattimo. Ms. Kelly also recalled Kaku sharing some of his thoughts
with her regarding the Voluntary Disclosure. Although she could not recall when that
conversation occurred, Ms. Kelly did recall that Kaku was concerned about the disclosure being
too complex for an investor to fully understand its contents.

Ms. Kelly reviewed Exhibit 8, an e-mail that she sent to Kommi, dated June 25,
2003. In the e-mail Ms. Kelly responded to Kommi’s advice to “tread waters carefully”
regarding pension issues. Mr. Khona asked Ms. Kelly if she recalled receiving this e-mail. Ms.
Kelly replied that she did not and that she did not recall Kommi coming to her regarding pension
issues. Ms. Kelly recalled that Vattimo stated that she did not see a need to have more staff
working on the Voluntary Disclosure.



The Blue Ribbon Committee Report

Mr. Callaghan asked Ms. Kelly if she had ever heard of the Blue Ribbon
Committee Report. Ms. Kelly stated that she had no recollection of the report until the media
began focusing in on the problems within the pension system. Ms. Kelly stated that she was not
a staff member assigned to work with the Blue Ribbon Committee (the “BRC”). Mr. Callaghan
asked Ms. Kelly if she recalled receiving requests for information from the BRC. Ms. Kelly
recalled that the BRC asked for some general financial information that she viewed as being very
basic. She did not interact frequently with the BRC. If she had not seen an e-mail that she wrote
regarding the BRC when she produced documents, she would not have recalled interacting with
the BRC at all.

Liaison to the City Council

Mr. Callaghan asked Ms. Kelly to discuss the work that she did as the liaison to
the City Council under McGrory. Ms. Kelly stated that the responsibilities may have changed
since she occupied the position, but that she would organize information regarding items that
were on the City Council’s docket. Ms. Kelly recalled that the City Manager had a consultant
who would decide what would go on the docket. The week before City Council meetings, she
would contact the departments who had items on the docket and inquire as to who would be
presenting the information to the City Council to ensure that they were present at the City
Council meeting. She would also field questions that the City Council had regarding items on
the docket. Ms. Kelly would brief McGrory regarding items on the docket. Ms. Kelly recalled
that she would also assist McGrory at City Council meetings. For example, if McGrory needed
to have someone on the phone, Ms. Kelly would arrange that.

Mr. Callaghan asked Ms. Kelly what her opinion was of McGrory. Ms. Kelly
stated that she did not interact with McGrory very often, except for at the briefings where there
were many City employees seated in a conference room and at City Council meetings. Ms.
Kelly’s general impression of McGrory was that he was a very likable person and he seemed
capable. Ms. Kelly thought that he had a “global” view of the issues facing the City. Ms. Kelly
could not recall why McGrory left his job at the City. Her understanding is that he went to work
in the private sector.

The V&E Report

During the interview, Ms. Kelly discussed several errors she noticed in the V&E
Report. Ms. Kelly disagreed with the V&E report because it concluded that Girard was not
involved in the Ballpark Offering, when he, in fact, had negotiated the offering. Ms. Kelly
reviewed Exhibit 9, an e-mail from Girard, dated March 8, 2004. Ms. Blaskey noted that Girard
gave some comments regarding the Voluntary Disclosure, and asked if Girard would typically
make comments to disclosure related documents. Ms. Kelly said that the e-mail was not unusual.
Ms. Blaskey asked Ms. Kelly what role Girard played in the Ballpark Offering. Ms. Kelly stated
that he “played a huge role,” by negotiating the terms of the offering, by his office handling the
litigation regarding the offering, and by retaining outside counsel. She also disagreed with the
V&E report because it concluded that the City Attorney’s Office was only relied upon for the
litigation section of disclosures. She said the City Attorney’s Office was actually involved in all
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aspects of disclosures as participants in the financing teams. Ms. Kelly also stated that she

disagreed with the manner in which V&E made it appear that whatever problems existed with
disclosures related to pension issues must also have existed throughout the disclosure process,
and she reiterated that her team exercised great care and diligence in preparing the documents.

Wastewater

Ms. Blaskey asked Ms. Kelly if she knew anything about the setting of
Wastewater rates. Ms. Kelly replied that she was familiar with that topic today, based on
information that she had read, but she had never worked on anything related to Wastewater rates.
Ms. Kelly stated that the Wastewater unit of Financing Services reported to Vattimo and was
headed by Dennis Kahlie.

Budgets

Mr. Callaghan asked Ms. Kelly if, as a result of her work in the Budget Office,
she was aware of any shortcomings regarding the budget process. Ms. Kelly stated that she was
not aware of any while she was employed by that department. While she worked in the Budget
Office, Ms. Kelly was under the impression someone would be crunching numbers during meet
and confer sessions to understand what the economic impact of increased benefits would be on
the City. When she read the V&E report, she learned that this position did not exist within the
Budget Office.

Ms. Kelly recalled that there was a liaison from the Budget Office who would
communicate with other departments to see what their budgeting needs were. For example, the
Police Department had a budget that had to be coordinated with the more global budget that the
City was developing. While she worked in the Budget Office, Ms. Kelly was responsible for
some miscellaneous budgets.

Mr. Callaghan asked Ms. Kelly if there were ever any expenses that were not
accounted for in the budget. Ms. Kelly responded that she did not recall any, but that overtime
may not have been calculated accurately. Ms. Kelly stated that she was not sure when she
learned this information. Mr. Callaghan asked Ms. Kelly if, during her tenure in the Street
Division, it was common to go over budget. Ms. Kelly could not recall.

Ms. Blaskey asked Ms. Kelly if long-term planning was in place at the time that
she worked in the Budget Office. Ms. Kelly stated that, at one point, the Budget Office was
planning to modify its approach from a one-year budget to a two-year budget. Ms. Kelly
recalled that this was only done on one occasion before the annual budgets were put back in
place. Ms. Kelly stated that she did not know why the annual budget was reinstated, but she
recalled being a part of the team that worked on the two-year budget. Ms. Kelly also recalled
that there was recently an effort to implement a five-year budgetary plan. For this reason, Ms.
Kelly was surprised when she read the V&E report, because she thought that there would be
projections of pension liabilities for five years into the future. Ms. Kelly stated that Kommi may
have been involved with the development of the five-year budget.
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Remediation

Ms. Kelly stated that it would be beneficial to have a more in-depth training
program. Ms. Kelley discussed the Disclosure Practices Working Group (“DPWG”), which was
established by an ordinance as per V&E’s recommendations. Ms. Kelly stated that the
establishment of the DPWG was a step in the right direction, but she wished that more topic
areas would be covered in seminars. For example, Ms. Kelly felt that there should be a seminar
regarding land based securities. Ms. Blaskey asked Ms. Kelly what other specific areas should
be a focus, and Ms. Kelly stated that she is a proponent of “the more the better.” Therefore, any
seminars regarding relevant subject areas would be beneficial. Ms. Kelly stated that the training
required by the ordinance was not implemented. Ms. Kelly thought there may not be enough
resources to follow through with the ordinance. Ms. Kelly stated that a new employee should be
hired by the City Attorney’s Office to ensure that Financial Services employees received a
sufficient amount of training.

Information Obtained During Follow-Up Interviews

On Tuesday, June 13, 2006, Ms. Blaskey and Ms. Ruiz de la Torre had a follow-
up telephone conversation with Ms. Kelly. Ms. Blaskey repeated all of the warnings that were
given at Ms. Kelly’s previous interview. Ms. Kelly contacted Ms. Blaskey in order to be sure
that she was correctly understood on several points during her interview. Ms. Blaskey stated that
she appreciated Ms. Kelly’s clarification.

The primary reason for Ms. Kelly’s call was to make it clear that her team was
very deliberate and took the disclosure process very seriously. Ms. Kelly reiterated that V&E
inaccurately depicted a widespread problem within Financial Services when that was not the
case. Ms. Kelly also reiterated that she respected and relied on bond counsel’s advice.
Additionally, Ms. Kelly stated that she wanted to clarify the organizational and reporting
relationships within Financial Services. Ms. Kelly stated that she reported to Vattimo, as did
some of her other colleagues, such as Kommi and Kahlie. Vattimo reported to Frazier, who
reported to the City Manager.

On Friday June 23, 2006, Ms. Blaskey and Ms. Ruiz de la Torre had another
telephone conversation with Ms. Kelly at Ms. Kelly’s request. Ms. Kelly stated that she wanted
to clarify a few points regarding the flow of information in connection with the Ballpark
Offering. Ms. Kelly stated that she became aware of the Boltz memo' after the V&E report was
issued. Ms. Kelly stated that Financial Services was not aware of the information contained in
the Boltz memo. Ms. Blaskey asked if the Boltz memo was a document she would have
expected to receive. Ms. Kelly stated that she would have expected it to be shared with her,
because it touched upon disclosure issues and it was an opinion by counsel regarding the best
disclosure practices. Ms. Blaskey asked Ms. Kelly if she was aware of any other documents that
summarized the disclosure obligations of particular individuals within the City. Ms. Kelly stated
that she could not recall that information being disseminated prior to the investigations.

! The Bryan Cave memo issued on November 6, 2001 regarding the City Council’s disclosure obligations.
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Ms. Kelly then related a discussion about advice from counsel in December 2005
regarding when an item should be placed on a consent versus an adoption agenda. Ms. Kelly
said she wrote about this topic in a document which she provided to V&E.

WF&G

3260907
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197940

Vinson & Elkins

Mail [
lCI osel
Previous Next
From: Mary Vatiimo
To: Kelly, Elizabeth
CC:
Date: 12/10/2001 4:34 PM
Subject: Re: Fwd: page 26 - indenture

Attachments: TEXT.htm (2,162 byles)
I cannot believe this

>>> Efizabeth Kelly 12/10/2001 3:23:33 PM >>>

Pat - Both Phil and Ed have been indluded on the distribution list for all of the document reviews...I've tried to
verbally emphasize to them that they should be reading the documents and giving input....I'm not sure I'm
getting through to them...they really need to get on the "team" with this...maybe if you talk to Ed it would help.
Just so you can see that they have been on the distribution fists, | will forward you the last e-mails from Orrick,
in which the docs were altached.

Elizabeth

>>> Patricia Frazier 12/10/2001 3:16:59 PM >>>
Elizabeth:

Are sections that affect the auditor being reviewed by them? When | discussed this with Ed, he had not seen
the copy § had with the handwritten annotations.

>>> Elizabeth Kelly Monday, December 10, 2001 3:04:45 PM >>>

Paul - As per Pat and Ed's comment (aitached), could you please change Section 4.03.(4) of Indenture.
Following is suggested language, which would replace the current language in that section (and please
disregard the changes 1 faxed o you last week regarding this section)....please let us know if this works andfor
"wordsmith” as you feel necessary:

(4) the Trustee shall deposit the amount of § in the Construction Fund, and immediately thereafter
shali transfer from such fund:

(A) the amount of $3,865,805 to the City as relmbursement for certain costs of the Project advanced by the
City;

(B) the amount of $233,323 to the Agency for certain costs of the Project advanced by the Agency;
C) the amount of $580,000 to the Padres for certain costs of the Project advanced by the Padres.

Thanks -
Elizabeth

VE ADI Important 01571
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Email message text

Object type: [GW.MESSAGE.MAIL]

Item Source: [Received]

Message ID: (3FO03E381.CCP.TREASURE.200.2000013.1.3E3C1.1]

From: [Richard Hays]

To: [;Mary Vattimo;MVattimo@sandiego.gov;Elwer Heap;EHeap@sandiego.gov;George
Loveland;GLoveland@sandiego.gov;ptf; PTF@sandiego.gov]

Subject: [Re: Fwd: Environ. Services Project]

Creation date: [7/3/2003 7:46:43 AM]

In Folder: [Mail Box]

Attachment File name: [c:\44923\EKelly\418.1.2.1-TEXT.htm]

Attachment File name: [c:\44923\EKelly\418.1.2.2-Richard Hays.vcf]

Message: [

Mary

I not sure that you were aware that this TOP SECRET! Leaking information could cost
the city general fund $100 million plus if our efforts fail and this gets out.

We have an account with funds in it for PRAG. I do want a control on spending or the

general fund will have to fund this--since success of the project is for the general
fund.

Please provide me with your estimates.
Rich

Richard L. Hays

Environmental Services Director

City of San Diego

(rhays@sandiego.gov)

9601 Ridgehaven Court, Suite 210

San Diego, CA 92123-1636

Office (858) 492-5056, FAX (858)492-5021

>>> Mary Vattimo 07/02/2003 10:00:38 PM >>>
Rich

We need to hire PRAG now. Can you ensure that we get the accounting ASAP? I am not
confident that Bob will deliver.

Mary
1
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Email message text

Object type: [GW.MESSAGE .MAIL]

Item Source: [Received]

Message ID: ([3F658110.CCP.TREASURE.100.16C3368.1.6B33.1]

From: [Mary Vattimo]

To: [;1xk;LXKesandiego.gov;Eric Adachi;EAdachi@sandiego.gov;Elizabeth
Kelly;EKelly@sandiego.gov]

Subject: [Fwd: Paul Webber's Transmission of Pension Plan Disclosure}
Creation date: {9/15/2003 9:06:24 AM]

In Polder: [InBox Items]

Attachment File name: [¢:\44923\EKelly\7298.1-TEXT.htm]

Attachment File name: [c:\44923\EKelly\7298.2-GW.MESSAGE.MAIL]
Attachment File name: [C:\44923\EKelly\7298.B-GW.MESSAGE,MAIL)
Message: |

CONFIDENT1AL

Please do not forward this to anyone. This is FYI for you at this point. you will
most likely get involved in the drafting of this disclsoure.

Maxy

1
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Email message text

Object type: [GW.MESSAGE.MAIL]

Ttem Source: [Received]

Message ID: {[3F658110.CCP.TREASURE.200.2000015.1.3E793.1]}

From: {Patricia Frazier]

To: [;Les Girard;LJGirard@sandiego.gov;Cathy Lexin;CLexin@sandiego.gov;Mary
Vattimo;MVattimo@sandiego.gov;EQ Ryan;EdRyan@sandiego.gov;Terri

Webster; TWebster@sandiego.gov]

Subject: {[Fwd: Paul Webber's Transmission of Pension Plan Disclosure]
Creation date: ({39/15/2003 8:34:50 AM]

In Folder: [InBox Items]

Attachment File name: [c:\44923\EKelly\7298.2.1-TEXT.htm]

Attachment File name: [c:\44923\EKelly\7298.2.2~-GW.MESSAGE.MAIL.Internet]
Message: [

Please see new draft from Paul. Once you have reviewed, please get back to me with
your comments.

Pat
1
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Email message text

Object type: [GW.MESSAGE.MAIL.Internet]

Item Source: {Received]

Message ID: [3F6579AB.CCP.TREASURE.200.2000015.1.3E773.1])

From: ["Smith, Cathy" <CSMITH@Orrick.com>}

To: [;Deaton, Daniel M. ;ddeaton@orrick.com;Patricia Frazier;PFrazier@sandiego.gov]
Subject: ([Paul Webber's Transmission of Pension Plan Disclosure]
Creation date: [9/12/2003 6:24:35 PM]

In Folder: [InBox Items]

Attachment File name: [c:\44923\EKelly\7298.2.2.1-455050.Pension.doc]
Attachment File name: [c:\44923\EKelly\7298.2.2.2-Mime.822])

Message: [

I am attaching a complete new version of the Pension Plan
disclosure. I thought that it would probably be better if everyone read
this from scratch rather than trying to read the marked changes. The form of
the disclosure is a common disclosure for both Wastewater and general fund
with brackets indicating where alternate language will be used depending in
which of the two documents it is being used. It is my understanding that
you will distribute this to Ed, Mary and Les in the first instance to get
their general input and then either this version or one which I will then
edit from your comments will then go to the operating folks. I certainly
will welcome comments from Cathy and Terri regarding this information. I
wanted to highlight a few of the things that I have done.

1. Estimated amount of 2003 exposure. On Tuesday of this week, Rick
Roeder indicated that he would be more comfortable with a range of between
$950,000 and $1.{1-2) billion. He feels that $950,000 is the lower end of
the range. Moreover, "that woman" gave the same advice to John Costagliola.
I am inclined to use a very conservative number on this, particularly since
I want Rick Roeder to sign off in writing on this entire disclosure.

2. I have added a new section entitled, "City Contributions Pursuant to
Agreements, " to describe the 1996 Agreement and the 2003 Agreement. I
believe I have fairly characterized Lhe Lwo agreements and I must say in
reading even the 2003 Agreement I see an ambiguity which I need to discuss
with someone. The 2002 Agreement in the narrative, section 3A, indicates
that if there is a shortfall "then the City's [rates] shall be [ ]
increased starting on {[July 1 of the fiscal year beginning one year after
the fiscal year in which the Funded Ratio is less than 82.3%). Then it goes
on to give an example saying if the Funded Ratio is less than 82.3% on June
30, 2003, the First Increase Year is in the fiscal year beginning June 1,
2004, and so forth. Since there was a Shortfall Amount for the fiscal year
ending June 30, 2002, wouldn't the first payment begin in the fiscal year
beginning July 1, 20037

3. In Section 6(c) of the 2002 Agreement, there is a statement that,
"Contingent liabilities to retirees under the 'Corbin Settlement' will not
be taken into account in determining the Funded Ratio." Can someone please

explain to me what that means? I was under the impression that the "Corbin
Settlement” was the City's version of the so-called Ventura litigation in
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which courts concluded that the base compensation from which a percentage is
derived to determine retirement benefits does not include just base
salaries, etc., but includes some collateral amounts as well. Is that not
the thrust of the "Corbin Settlement" for the City, and, if so, why is it
excluding it from the funding arrangements?

4. It is wmy understanding that the City has tentatively selected
Scenario #2 as the means by which it will proceed with respect to financial
reporting. In which case Note 6 will be rewritten. Accordingly, any
references to the old Note 6 as being "stale" have been eliminated.

It is my thought that when we have this worked out completely to our
collective satisfaction internally, we would show it to CERS and Roeder and
seek written signoffs, which I will prepare, from each of them as well to
the text. I am particularly interested in getting that from both. Diann
has been sending “Diannagrams" to CERS indicating that CERS should not be
responsible for the disclosure because of its inadequacy. We need to see if
we can get their signature and eliminate that contingency. With respect to
Roeder, I am very leery about proceeding any further without getting him to
actually provide a letter in which he will make some representations to us
regarding its accuracy regarding the range estimates and the like. Pat, this
is particularly important in light of what he has done with his view of the
exposure for the post-retirement healthcare benefits.

I look forward to your comments.,
<<455050.Pension.doc>>

"MMS <Orrick.com>" made the following annotations.

NOTICE TO RECIPLENT: THIS E~MAIL IS MEANT FOR ONLY THE INTENDED RECIPIENT OF
THE TRANSMISSION, AND MAY BE A COMMUNICATION PRIVILEGED BY L3AW. IF YOU
RECEIVED THIS E-MAIL IN ERROR, ANY REVIEW, USE, DISSEMINATION, DISTRIBUTION,
OR COPYING OF THIS E-MAIL IS STRICTLY PROHIBITED. PLEASE NOTIFY US
IMMEDIATELY OF THE ERROR BY RETURN E-MAIL AND PLEASE DELETE THIS MESSAGE FROM
YOUR SYSTEM. THANK YOU IN ADVANCE FOR YOUR COOPERATION.

http://www.orrick.com
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PENSION PLAN
City Employees’ Retirement System

All benefited City employees participate with the full-time employces of the Airport
Authority (the “Airport Authority™) and the San Diego Unified Port District (the “District”) in
the City Employees’ Retirement System (“CERS™). CERS s a public employee retirement
system that acts as 2 common investment and admunistrative agent for the City, and the Airport
Authority and the District. Through various City benefit plans, CERS provides retirement
benefits to all general, safety (police and fire), and legislative members.

The CERS plans are structured as defined benefit plans in which benefits arc based on
salary, length of service, and age. City employees are required to contribute a percentage of their
annual salary to CERS. The obligation to make contributions to CERS is based on the San
Diego City Charter and the San Diego Muricipal Code and, to the extent that available CERS
assels are less than vested benefits, is an obligation imposed by law upon the City.

CERS?" last actuarial valuation for the City dated June 30, 2002, dated January ___, 2007,
stated that the funded ratio {(Valuation of Assets available for Benefits to Total Actuarial Accrued
Liability), of the CERS fund was 77.3%. The CERS fund had an Unfunded Actuarial Accrued
Liability (the “UAAL™) of $720.7 million as of June 30, 2002, which represented a $436.8
million increase in the UAAL since the previous actuarial calculation dated June 30, 2001. The
UAAL 1is the difference belween total actuarially accrued liabilities of $3.169 billion and
actuarially calculated assets allocated to funding of $2.448 billion. The increase in the UAAL as
of June 30, 2002 resulted primarily from lower than anticipated investment returns as compared
to an actuarially assumed rate of retum on investments. The UAAL is amortized over a 30-year
period, which started July 1, 1991, with each year's amoriization payment reflected as a portion
of the percentage of payroll representing the employer’s contribution rate. As of June 30, 2002,
there were 19 years remaining in the amortization period. [How does this mesh with the “40
year period”?] [The estimated portion of the UAAL attributable to employees of the Wastewater
System amounted to approximately $40 million as of June 30, 2002.]

The City anticipates that the UAAL as of June 30, 2003 will be in the range of $950
million to §1.___ billion {per R. Roeder on Tuesday and Diano on Monday) of which
approximately $___to$___ million is estimated as attributable to employees [of the Wastewater
System/payable from the general fund of the City]. However, since the actuarial valuation has
not been completed, the actuarially determined amount of the UAAL as of June 30, 2003 (and
the amount relating to Wastewater System /general fund employees) may be different from what
the City anticipates. The estimated increase in the UAAL as of June 30, 2003 once again results
primarily from lower than anticipated investment returns.

Agreement with CERS relating to City Contributions. In June, 1996, the City Manager of
the City presented to the CERS Board of Administration (the “Board™) and the Board accepted, a
proposal (the “1996 Arrangement™) regarding payments by the City to CERS in respect of
funding of cmployee benefits. This occurred at the time of an increase in pension benefits for
active [and certain retired] employees of the City. The 1996 Arrangement provided for annual
contribution set by the City to CERS which was below any of the conventional accounting

4550504 Pension doc
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methods of contribution. Under the 1996 Arrangement, the City’s annual contribution rates in
respect of employce retirement benefits were to be specified rates expressed as percentages of
payroll, which were increased by .5% each year through the year ended June 30, 2007, after
which time the City made contributions were to be at one of the conventional pension plan
contribution rates (“PUC”). (These contribution arrangements have been referred to by the City
as the “Corridor funding method.)” As a consequence, during this period of lime, the difference
between the amounts paid and the amounts which would have been paid were approximately
$110 million. In 1996, CERS had “Surplus Funds” against which a portion of the 1996 present
values of the share amount. (See Note 6 of Notes to Financial Statements attached as Appendix
A for information regarding the accounting treatment of the 1996 Arrangement.)

The 1996 Arrangement also provided that in the event the “funded ratio” of the CERS
was lower by 10% below the 92.3% funded ratio at June 30, 1996 (the “Threshold Rate™) the
“City-paid rate” was to be increased on July 1 of the year following the date of the actuarial
evaluation in which the funding ratio dropped below the Threshold Rates (the “Shortfall
Amount™), and the increase was to be in an amount determined by the actuary necessary to
restore a funded ratio to 82.3%. The 1996 Arrangement was not clear regarding the period of
time over which the Shortfall Amount was to be funded.

Between 1996 and 2002, City employee benefits were increased on {two) occasions, the
City, like other local agencies in California, in settlement of litigation, agreed to calculate
compensation for benefits purposes over a greater amount than just direct pay, the overall
number of employees employed by the City who were entitled to benefits increased by %
{__% to Wastewater System] and investment results of CERS dechned due to the securities
market declines. During the same period, the funded ratio declined from 92.3% to 77.3%. The
Shortfall Amount as of June 30, 2002 was approximately § of which approximately
$ represented the [general fund/Wastewater System] share.

In the spring of 2002, the City and CERS commenced the negotiations of modifications
to the 1996 Asrangement which culminated in approval by the City Council on November 18,
2002, and the Board on _________, of a new agreement (the “2002 Agreement”) which
superceded the 1996 Arrangement regarding annual City Corridor contributions and made more
specific the payments required by the City if there were a Shortfall Amount. [The provisions
regarding Corridor payments are not applicable to the Wastewater System insomuch as it is
making contributions in accordance with actuarially determined amounts.]

{General Fund only] With respect to employer contribution rates for the remaining years
of the 1996 Arrangement (through the year ending June 30, 2007), the rates for each of the fiscal
years ended June 30, 2003 and thereafter were higher percentages of payroll than were
contemnplated by the 1996 Arrangement and provides for “full PUC contribution rates,” subject
to the Board not changing actuarial assumptions used to determine contributions as of June 30,
2001. The estimated amount by which City contributions for general fund employees which
would be greater during Fiscal 2002 through Fiscal 2007 using the PUC method of making plan

contributions rather than the agreed upon “Corridor” payment is upwards of $____ . Had
PUC rates been utilized for City contributions for the year ending June 30, 2004, the amount
shown under ____in the general fund budget would have been $_ __ greater.

-3~
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[WWF has no such payments.]

With respect to payments by the City on account of a Shortfall Amount, the 2002
Agreement provides for a formula which is intended to fund up the Shortfall Amount to the
Threshold Ratio by no later than June 30, 2009, spreading it over a number of years starting with
the second year following the year in which the Shortfall Amount occurred and ending with the
year ending June 30, 2009,

As indicated above, for the year ended June 30, 2002 there was a funded ratio of 77.3%
and a related Shortfall Amount of § [of which § was attributable to the
general fund/Wastewater System).  Under the 2002 Agreement, the City will be obliged to
make, in addition to the [contractually agreed “Corridor” annual payments/actuarially
determined amounts], utilizing the agreed wpon formula annual payments of approximately
$ . In each of the years ending June 30, 2004 through 2007.

{Explain what will happen when the general fund starts making PUC contributions in the
year 2008. How much of a pap is there expected to be between the last year Corridor
contributions in 2007 and the first year of PUC contributions in 2008, indicating in dollars based
on current levels of payroll for the non-proprietary funds.)

Footnote 6 of the Notes to the Financial Statements attached as APPENDIX A (the
“Pension Footnote”), presents information about CERS as a whole but does not present
information, including financial information, regarding the specific liability of the Wastewater
System as such with respect to obligations to make contributions to CERS. In addition, such
footnate describes the Cowidor funding method. While during Fiscal Years ending June 30,
1997 through 2002 the Wastewater Systern paid annual contributions to CERS in accordance
with the Corridor funding method, during the same period the Wastewater System accrued the
amount of the difference in its Staternent of Net Assets. See Statement of Net Assets, June 30,
2002 and 2001 in Appendix A herelo. On June 30, 2003, the Wastcwater System paid the
amount of that difference for such Fiscal Years and the City expeets that in the future the
Wastewater System will accrue and pay annual contributions to CERS in accordance with
amounts determined by the reporting actuary. Therefore, the description of the “Corridor”
funding method in the Pension Footnote and all discussion related thereto does not apply to the
Wastewater System after June 30, 2003.

Post-Retirement Healthcare Benefits. As indicated in Note 7 of Notes to the Financial
Statemments attached as Appendix A, the City, [including the Wastewater System], provides
healthcare benefits/premiums to a variety of retired employees. Currently, the benefits are
primarily for employees who were actively employed and retired on or after October 1980 and
were otherwise entitled to retirement allowances. Most eligible employees are entitled Lo receive
health insurance premiums up to a cap based upon other healthcare programs/premiums
sponsored by the City. Employees who retired or terminated prior to that date who were eligible
for retirement allowances prior to that date are also eligible for healthcare benefits (currently
approximately __ employees) but their healthcare benefits are limited to a total of $1,200 per
year.

“3-
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Starting in 1996 {and before], the payments for the benefits/premiums have been made
from earnings on the assets in CERS, i.c., dividends, interest and realized gains from the sale of
securities. These earnings were distributed among a number of accounts within CERS based
upon specifted priorities and one such account (the “Insurance Benefit Account”) was the
account from which post-retirement/health premium/benefits were paid. The City has not
directly paid any of such benefits since . Accordingly, the statement in Note 7
of Notes to the Financial Statements regarding recognized expenditures refers to expenditures
from the Insurance Benefit Account, not from the Wastewater System or any other resources of
the City.

Due to declining the declining value in the CERS assets, including declining eamings and
realized gains, there have been no payments into the Insurance Benefit Account since the Fiscal
Year ended June 30, . For the Fiscal Year ended June 30, 2003, approximately
$ .. was charged against the Insurance Benefit Account for health benefits and
insurance premiums payments for retired personnel, and the remaining balance in the account at
that date was § __. For the Fiscal Year ending June 30, 2004, the amount of
$________ hasbeen budgeted as a charge against that account.

The City projects that if there are no further contributions to the Insurance Benefit
Account, such Account will be exhausted during the Fiscal Year ending June 30, 2006,
whereupon the City, including the Wastewater System, will be required to make direct payments.
In a report to the City Council Committec on Rules, Finance and Intergovernment Relations
rendered February 5, 2003, the Administrator of CERS reported that the CERS actuary indicated
that the present value of liability for such benefits for current active members in the Retirement
Plan who had not retired was in the neighborhood of an amount of which the Wastewater
System’s share would be ; and, unless included in a actuarially computed
contribution or unless earnings from CERS were sufficient to create ongaing excess earnings,
any futurc respounsibility to the City would have to be funded from other sources. The
Administrator’s report indicates that the current method will almost certainly require a change in
the benefits or funding from sources other than CERS and its reserves in the not too distant
future. [The information in Table 14 {does/does) not take into account any payment to be made
by the Wastewater System for this purpose.]

City Actions. The City is evaluating the fiscal status of CERS to determine the best
course of action to improve funding status of CERS as regards pension benefits and availability
of surplus funds in CERS to pay post-retirement healthcare premiums/benefit payments. In
addition, the Mayor and the Council are in the process of forming 2 pension reform commission
to evaluate the operation and structure of the pension system and the benefits as well as the
method of funding post-retirement health benefits.

Litigation Relating to the Retirement System

General. In January 2003, a putative class action complaint (Gleason v. San Diego City
Employees’ Retirement System, et al.y was filed in the San Diego Superior Court against the City
and CERS. A class has not yet been certified. The complaint alleges that from the Fiscal Year
ended June 30, 1997 to the present, the City has not contributed to CERS the annual amount
required by certain provisions of the San Diego City Charter and the San Diego Municipal Code.

_4-
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[ustead, the plaintiffs allege that the City has been contributing an annual amount to CERS that is
based on two contracts that the City and CERS entered into in 1996 and 2002, respectively.
Plaintiffs further allege that as a result of these violations, and the breaches of duty of the CERS
board of administration, as of the date the complaint was filed, CERS was Jess than 68% funded
and the UAAL was $720 million. (According to the CERS annual actuarial valuation, the
funding ratio as of June 30, 2002 was 77.3%.) As to the City, the plaintiffs seek (a) 2 judicial
declaration that the City has violated the City Charter and Municipal Code provisions, and (b) a
judicial declaration as to the appropriate remedics for the City’s alleged violation of the City
Charter and the Municipal Code.

The plaintiffs allege that the City is obligated to make additional contributions to CERS
on {wo bases. First, the plaintiffs allege that the City has failed to comply with a provision of the
City Charter that requires the City to contribute to CERS an amount substantially equal to the
amounts that erployecs contribute to CERS (this basis is referred to herein as the “substantially
equal basis”). The plaintiffs allege that the difference between the amount of total employee
contributions between Fiscal Years 1997 and 2002 and the amount of coatributions by the City
during the same period were not substantially equal. The amount of the difference alleged by the
plaintiff which the City believes is attributable to employees of the Wastewater System is
approximately $3 million. The City disputes the plaintiffs’ calculations and maintains that the
amount of its contributions between Fiscal Years 1997 and 2002 is substantially equal to the
amount of employee contributions during the same period. Second, the plaintiffs allege that the
City Charter and the Municipal Code require the City to contribute an amount not less than the
amount determined by the reporting actuary to be necessary to accurnulate sufficient assets to
pay benefits when due (this basis is referred to herein as the “actuary basis”). In a separate
lawsuit (Gleason v. San Diego City Employees’ Retirement System), the plaintiff is attempting
to invalidate the 2002 contract between the City and CERS based on certain conflict of interest
allegations. The City contends that its contracts with CERS are lawful and binding contracts.

Impact on the Wastewater System/General Fund. For its Fiscal Years 1997 through
2002, the Wastewater System accrued annual contributions as a charge against System Revenues
at approximately $3 million in ‘addition to payments made pursuant to the “Corridor” funding
method. But the City did not pay this amount to CERS until June 30, 2003. The amount that the
Wastewater System accrued during that period was derived from the amount determined by the
CERS actuary. For Fiscal Year 2003, the Wastewater System paid the full actuarial rates.
Whether or not the plaintiffs succeed on either of their theories, the Wastewater System will
most likely have minimal additional exposure.

The City anticipates that the Wastewater System will continue to pay amounts to CERS
in accordance with the amounts indicated by the reporting actuary, and this approach is reflected
in the projections contained in Table 14 above.

{Similar Disclosure for General Fund]
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Email message text

Object type: [GW.MESSAGE.MATIL]

Item Source: {[Sent]

Message ID: {3F658110.CCP.TREASURE.100.16E7578.1.712E.1]

From: [Mary Vattimo]

To: [;1lxk;LXK@sandiego.gov;Eric Adachi;EAdachi@sandiego.gov;Elizabeth
Kelly;EKelly@sandiego.govl

Subject: [Fwd: Paul Webber's Transmission of Pension Plan Disclosure]
Creation date: [9/15/2003 9:06:24 AM]

In Folder: (Mail Box}

Attachment File name: [c:\44923\Mvattimo\965.1-TEXT.htm]

Attachment File name: [c:\44923\MvVattimo\965.2~-GW.MESSAGE.MAIL]
Attachment File name: [c:1\44923\MVattimo\965.3-GW.MESSAGE.MAIL]
Message: [

CONFIDENTIAL

Please do not forward this to anyone. This is FYI for you at this point. you will
most likely get involved in the drafting of this disclsoure,

Mary

]
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Email message text

Object type: [GW.MESSAGE.MAIL]

Item Source: [Received]

Message ID: [3F658110.CCP.TREASURE,200.2000015.1.3E793.1]

From: [Patricia Frazier]

To: [;Les Girard;LJGirard@sandiego.gov;Cathy Lexin;CLexin@sandiego.gov;Mary
Vattimo;Mvattimo@sandiego.gov;Ed Ryan; EdRyan@sandiego.gov;Terri

Webster; TWebsteresandiego.gov]

Subject: [Fwd: Paul Webber's Transmission of Pension Plan Disclosure]
Creation date: [9/15/2003 8:34:50 AM]

In Folder: [Mail Box]

Attachment File name: [c:\44923\MVattimo\965.2.1-TEXT.htm]

Attachment File name: [c:\44923\Mvattimo\965.2.2-GW.MESSAGE.MAIL.Internet]
Message: |

Please see new draft from Paul. Once you have reviewed, please get back to me with
your comments .

Pat
]
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PENSION PLAN
City Employces’ Retirement System

Al} benefited City employees participate with the full-time employees of the Airport
Authority (the “Airport Authority”) and the San Diego Unified Port District {the “District™) in
the City Employees’ Retirement System (“CERS™). CERS is a public employee retirement
system that acts as a common investment and administrative agent for the City, and the Airpott
Authority and the District. Through various City benefit plans, CERS provides retirement
benefits to all general, safety (police and fire), and legislative members.

The CERS plans are structured as defined benefit plans in which benefits are based on
salary, length of service, and age. City employees are required to contribute a percentage of therr
annual salary to CERS. The obligation to make contributions to CERS is based on the San
Diego City Charter and the San Diego Municipal Code and, to the extent thal available CERS
assets are less than vested benefits, is an obligation imposed by law upon the City.

CERS’ last actuarial valuation for the City dated June 30, 2002, dated January ___, 2007,
stated that the funded ratio (Valuation of Assets available for Benefits to Total Actuarial Accrued
Liability), of the CERS fund was 77.3%. The CERS fund had an Unfunded Actuarial Accrued
Liability (the “UAAL™) of $720.7 million as of June 30, 2002, which represented a $436.8
million increase in the UAAL since the previous actuarial calculation dated June 30, 2001. The
UAAL is the difference between total actuarially accrued liabilities of $3.169 billion and
actuarially calculated assets allocated to funding of $2.448 billion. The increase in the UAAL as
of June 30, 2002 resulted prirsarily from lower than anticipated investment returns as compared
to an actuarially assumed rate of return on investments. The UAAL is amortized over a 30-year
period, which started July 1, 1991, with each year’s amortization payment reflected as a portion
of the percentage of payroll representing the employer’s contribution rate. As of June 30, 2002,
there were 19 years remaining in the amortization period. [How does this mesh with the “40
year period”?] [The estimated portion of the UAAL attributable 1o employees of the Wastewater
System amounted to approximately $40 million as of June 30, 2002.]

The City anticipates that the UAAL as of June 30, 2003 will be in the range of $950
million 1o $i.___ billion [per R. Roeder on Tuesday and Diann on Monday) of which
approximately $___ 1o $___ million is estimated as attributable to employees [of the Wastewater
System/payable from the general fund of the City]. However, since the actuarial valuation has
not been completed, the actuarially determined amount of the UAAL as of June 30, 2003 (and
the amount relating to Wastewater System /generat fund employees) may be different from what
the Cily anticipates. The estimated increase in the UAAL as of June 30, 2003 once again results
primarily from lower than anticipated investment teturns.

Agreement with CERS relating to City Contributions. 1n June, 1996, the City Manager of
the City presented to the CERS Board of Administration (the “Board”) and the Board accepted, a
proposal (the “1996 Arrangement”) regarding payments by the City to CERS in respect of
funding of employee benefits. This occurred at the time of an increase in pension benefits for
aclive [and certain retired] employees of the City. The 1996 Arrangement provided for anpual
contribution set by the City to CERS which was below any of the conventional accounting

. 4550504 Fension doc
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methods of contribution. Under the 1996 Arrangement, the City’s annual conttibution rates in
respect of employee retwrement benefits were to be specified rates expressed as percentages of
payroll, which were increased by .5% each year through the year ended June 30, 2007, after
which time the City made contributions were to be at one of the conventional pension plan
contribution rates (“PUC™). (These contribution arrangements have been referred 1o by the City
as the “Corridor funding method.)” As a consequence, during this period of time, the difference
between the amounts paid and the amounts which would have been paid were approximately
$110 million. In 1996, CERS had “Surplus Funds” against which a portion of the 1996 present
values of the share amount. (See Note 6 of Notes to Financial Statements attached as Appendix
A for information regarding the accounting treatment of the 1996 Arrangement.)

The 1996 Arrangement also provided that in the event the *“funded ratio” of the CERS
was lower by 10% below the 92.3% funded ratio at June 30, 1996 {the “Threshold Rate™) the
“City-paid rate” was to be increased on July 1 of the year following the date of the actuarial
evaluation in which the funding ratio dropped below the Threshold Rates (the “Shortfall
Amount”), and the increase was to be in an amount determined by the actuary necessary to
restore a funded ratio to 82.3%. The 1996 Arrangement was not clear regarding the period of
time over which the Shortfall Amount was to be funded.

Between 1996 and 2002, City employee benefits were increased on [two] occasions, the
City, like other local agencies in California, in settlement of litigation, agreed to calculate
compensation for benefits purposes over a greater amount than just direct pay, the overall
number of employees employed by the City who were entitled to benefits increased by __ %
[__..% to Wastewater System} and investment results of CERS declined due to the sceurities
market declines, During the same period, the funded ratio declined from 92.3% to 77.3%. The
Shortfall Amount as of June 30, 2002 was approximately $_________ of which approximately

$__ __ represented the [genera! fund/Wastewater System] sharc.

In the spring of 2002, the City and CERS commenced the negotiations of modifications
to the 1996 Amrangement which culminated in approval by the City Council on November 18,
2002, and the Board on ___ , of a new agreement (the “2002 Agreement”) which
superceded the 1996 Arrangement regarding annual City Corridor contributions and made more
specific the payments required by the City if there were a Shortfall Amount. {The provisions
regarding Corridor payments are not applicable to the Wastewater System insomuch as it is
making contributions in accordance with actuarially determined amounts.]

[General Fund only] With respect to employer contribution rates for the remaining years
of the 1996 Arrangement (through the year ending June 30, 2007), the rates for each of the fiscal
years ended June 30, 2003 and thereafler were higher percentages of payroll than were
contemplated by the 1996 Arrangement and provides for “full PUC contribution rates,” subject
to the Board not changing actuarial assumptions used to determine contributions as of June 30,
2001. The estimated amount by which City contributions for general fund employees which
would be greater during Fiscal 2002 through Fiscal 2007 using the PUC method of making plan

contributions rather than the agreed upon “Corridor” payment is upwards of § - Had
PUC rates been ulilized for City contributions for the year ending June 30, 2004, the amount
shownunder _____ in the general fund budget would have been $ greater.

-2-
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[WWTF has no such payments ]

With respect to payments by the City on account of a Shorifall Amount, the 2002
Agreement provides for a formula which is intended to fund up the Shortfall Amount to the
Threshold Ratio by no later than June 30, 2009, spreading it over a number of years starting with
the second year following the year in which the Shortfall Amount occurred and ending with the
year ending June 30, 2009.

As indicated above, for the year ended June 30, 2002 there was 2 fitnded ratio of 77.3%
and a related Shortfall Amount of §_ __[of which $________ was attributable to the
general fund/Wastewater System].  Under the 2002 Agreement, the City will be obliged to
make, in addition to the {contractually agreed “Corridor” annual payments/actuarially
determined amounts), utilizing the agreed upon formula annual payments of approximately

3 , in each of the years ending June 30, 2004 through 2007.

[Explain what will happen when the general fund starts making PUC contributions in the
year 2008. How much of a gap is there expected to be between the last year Corridor
contributions in 2007 and the first year of PUC contributions in 2008, indicating in dollars based
on current levels of payroll for the non-proprietary funds.}

Footnote 6 of the Notes to the Financial Statements attached as APPENDIX A (the
“Pension Footnote™), presenis information about CERS as a whole but does not present
information, including financial information, regarding the specific liability of the Wastewater
System as such with respect to obligations to make contributions to CERS. In addition, such
footnote describes the Corridor funding method. While during Fiscal Years ending June 30,
1997 through 2002 the Wastewater System paid annual contributions to CERS in accordance
with the Corridor funding method, during the same period the Wastewater System accrued the
amount of the difference in its Statement of Net Assets. See Statement of Net Assets, June 30,
2002 and 2001 in Appendix A hereto. On June 30, 2003, the Wastewater System paid the
amount of that difference for such Fiscal Years and the City expects that in the future the
Wastewater System will accrue and pay annual contributions to CERS in accordance with
amounts determined by the reporting actuary. Thercfore, the description of the “Corridor”
funding method in the Pension Footnote and all discussion related thereto does not apply to the
Wastewater System afier June 30, 2003.

Post-Retirement Healthcare Benefits. As indicated in Notc 7 of Notes to the Financial
Statements attached as Appendix A, the City, [including the Wastewater System), provides
healthcare benefits/premiums to a varietly of retired employees. Currently, the benefits are
primarily for employees who were actively employed and retired on or after October 1980 and
were otherwisc entitled to retirement allowances. Most eligible employees are entitled to receive
health insurance premiums up to a cap based upon other healthcare programs/premiums
sponsored by the City. Employees who retired or terminated prior to that date who were eligible
for retirement allowances prior to that date are also eligible for healthcare benefits (currently
approximately ____ employees) but their healthcare benefits are limited to a total of $1,200 per
year.

3.
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Starting in 1996 [and before], the payments for the benefits/premiums have been made
from earnings on the assets in CERS, ic¢., dividends, interest and realized gains from the sale of
securities. These ecamnings were distributed among a number of accounts within CERS based
upon specified prioritics and one such account (the “Insurance Benefit Account”) was the
account from which post-retirement/health premium/benefits were paid. The City has not
directly paid any of such benefits since . Accordingly, the statement in Note 7
of Notes to the Financial Statements regarding recognized expenditures refers to expenditures
from the Insurance Benefit Account, not from the Wastewater System or any other resources of
the City.

Due to declining the declining value in the CERS assets, including declining earnings and
realized gaing, there have been no payments into the Insurance Benefit Account since the Fiscal
Year ended June 30, For the Fiscal Year ended June 30, 2003, approximately
$ was charged against the Insurance Benefit Account for health benefits and
insurance premiums payments for retired personnel, and the remaining balance in the account at
that date was § . For the Fiscal Year ending June 30, 2004, the amount of
$_____ has been budgeted as a charge against that account.

The City projects that if there are no further contributions to the Insurance Benefit
Account, such Account will be exhausted during the Fiscal Year ending June 30, 2006,
whereupon the City, including the Wastewater System, will be required to make direct payments.
In a report to the City Council Committee on Rules, Finance and Intergovernment Relations
rendered February 5, 2003, the Administrator of CERS reported that the CERS actuary indicated
that the present value of liability for such benefits for current active members in the Retirement
Plan who had not retired was in the neighborhood of an amount of which the Wastewater
System’s sharc would be § . ; and, unless included in a actuarially computed
contribution or unless earnings from CERS were sufficient to create ongoing excess earnings,
any future responsibility to the City would have to be funded from other sources The
Administrator’s report indicates that the current method will almost certainly require a change in
the benefits or funding from sources other than CERS and its reserves in the not too distant
future. [The information in Table 14 [does/does] not take into account any payment to be made
by the Wastewater Syster for this purpose.]

City Actions. The City is evaluating the fiscal status of CERS to determine the best
course of action to improve funding status of CERS as regards pension benefits and availability
of surplus funds in CERS to pay post-retirement healthcare premiums/benefit payments. In
addition, the Mayor and the Council are in the process of forming a pension reform commission
to evaluate the operation and structure of the pension system and the benefits as well as the
method of funding post-retirement health benefits.

Litigation Relating to the Retirement System

General. In January 2003, a putative class action complaint (Gleason v. San Diego City
Employees’ Retirement System, et al.) was filed in the San Dicgo Superior Court against the City
and CERS. A class has not yet been certified. The complaint alleges that from the Fiscal Year
ended June 30, 1997 to the present, the City has not contributed to CERS the annual amount
required by certain provisions of the San Diego City Charter and the San Diego Municipal Code.

_4-
4556050 4 Pension.dot

PENSION_L0000155



429053
General Invest Hot 3-15-06

Instead, the plaintiffs allege that the City has been contributing an annual amount to CERS that is
based on two contracts that the City and CERS entered into in 1996 and 2002, respectively.
Plaintiffs further allege that as a result of these violations, and the breaches of duty of the CERS
board of administration, as of the date the complaint was filed, CERS was less than 68% funded
and the UAAL was $720 million. (According to the CERS annual actuarial valuation, the
funding ratio as of June 30, 2002 was 77.3%.) As to the City, the plaintiffs seek (a) a judicial
declaration that the City has violated the City Charter and Municipal Code provisions, and (b) a
judicial declaration as to the appropriate remedies for the City’s alleged violation of the City
Charter and the Municipal Code.

The plaintiffs allege that the City is obligated to make additional contributions to CERS
on two bases. First, the plaintiffs allege that the City has failed to corply with a provision of the
City Charter that requires the City to contribute to CERS an amount substantially equal to the
amounts that employees contribute to CERS (this basis is referred to herein as the “substantially
equal basis”). The plaintiffs allege that the difference between the amount of total employee
contributions between Fiscal Years 1997 and 2002 and the amount of contnibutions by the City
during the same period were not substantially equal. The amount of the difference alleged by the
plaintiff which the City believes is attributable to employees of the Wastewater System is
approximately $3 million. The City disputes the plaintiffs’ calculations and maintains that the
amount of its contributions between Fiscal Years 1997 and 2002 is substantially equal to the
amount of employee contributions during the same period. Second, the plaintiffs allege that the
City Charter and the Municipal Code require the City to contribute an amount not less than the
amount determined by the reporting actuary to be necessary to accurnulate sufficient assets to
pay benefits when due (this basis is referred to herein as the “actuary basis™). In a separate
lawsuit (Gleason v. San Diego City Employees’ Retirement System), the plaintiff is attempting
to invalidate the 2002 contract between the City and CERS based on certain conflict of interest
allegations. The City contends that its contracts with CERS are lawful and binding contracts.

Impact on the Wastewater System/General Fund. For its Fiscal Years 1997 through
2002, the Wastewater System accrued annual contributions as a charge against System Revenues
at approximately $3 million in addition to payments made pursuant to the “Corridor” funding
method. But the City did not pay this amount to CERS until Jure 30, 2003. The amount that the
Wastewater Systern accrued duting that period was derived from the amount determined by the
CERS actuary. For Fiscal Year 2003, the Wastewater System paid the full actuarial rates.
Whether or not the plaintiffs succeed on either of their theorics, the Wastewater System will
most likely have minimal additional exposure.

The Cily anticipates that the Wastewater System will continue to pay amounts to CERS
in accordance with the amounts indicated by the reporting actuary, and this approach is reflected
in the projections contained in Table 14 above.

[Similar Disclosure for General Fund)
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Email message text

Object type: [GW.MESSAGE.MAIL]

Item Source: [Sent]

Message ID: [3F65DBAB.CCP.TREASURE.100.16C3368.1.6B43.1]

From: [Elizabeth Kelly]

To: [;gkitahata®aol.com;gkitahata@aol .com}

Subject: [Fwd: Paul Webber's Transmission of Pension Plan Disclosure]
Creation date: {9/15/2003 3:20:11 PM]

In Folder: [Mail Box]

Attachment File name: [c:\244923\EKelly\1294.1-GW.MESSAGE._MAIL.Internet]
Message: [

CONFIDENTIAL

Gary - ...the following is confidential...Mary wanted me to ask you to look at this
and then discuss with me....please do not share it or discuss with anyone othexr than
me. Are you available later today or tomorrow a.m. to discuss?...Mary would like me
to get your input before noon tomorrow if possible.

Thanks -

Elizabeth

]
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Email message text
Object type: [GW.MESSAGE.MAIL.Internet]
Item Source: [Received]
Message ID: [3F6SD8AB.CCP.TREASURE.200.2000015.1.3E801.1]
From: {"Smith, Cathy" <CSMITH@Orrick.coms>] .
To: [;Deaton, Daniel M.;ddeaton®@orrick.com;Patricia Frazier;PFrazier@sandiego.gov]
Subject: ([Paul Webber's Transmission of Pension Plan Disclosure]
Creation date: {9/12/2003 6:24:35 PM]
In Foldex: {Mail Box]
Attachment File name: [c:\44923\EKelly\1294.1.1-455050.Pension.doc]
Attachment File name: {c¢:\44923\EKelly\1294.1.2-Mime.822]
Message: |

I am attaching a complete new version of the Pension Plan
‘disclosure. I thought that it would probably be better if everyone read
this from scratch rather than trying to read the marked changes. The form of
the disclosure is a common disclosure for both Wastewater and general fund
with brackets indicating where alternate language will be used depending in
which of the two documents it is being used. It is my understanding that
you will distribute this to Ed, Mary and Les in the first instance to get
their general input and then either this version or one which I will then
edit from your comments will then go to the operating folks. I certainly
will welcome comments from Cathy and Terri regarding this information. I
wanted to highlight a few of the things that I have done.

1. Estimated amount of 2003 exposure. On Tuesday of this week, Rick
Roeder indicated that he would be more comfortable with a range of between
$950,000 and $1.{1-2] billion. He feels that $9350,000 is the lower end of
the range. Moreover, "that woman* gave the same advice to John Costagliola.
I am inclined to use a very conservative number on this, particularly since
I want Rick Roeder to sign off in writing on this entire disclosure.

2. I have added a new section entitled, "City Contributions Pursuant to
Agreements," to describe the 1996 Agrcement and the 2003 Agreement. I
believe I have fairly characterized the two agreements and I must say in
reading even the 2003 Agreement I see an ambiguity which I need to discuss
with somecne. The 2002 Agreement in the narrative, sectiodn 3A, indicates
that if there is a shortfall "then the City's [rates] shall be [ |
increased starting on [July 1 of the fiscal year beginning one year after
the fiscal year in which the Funded Ratio is less than 82.3%]. Then it goes
on to give an example saying if the Funded Ratio is less than 82.3% on June
30, 2003, the First Increase Year is in the fiscal year beginning June 1,
2004, and so forth. Since there was a Shortfall Amount for the fiscal year
ending June 30, 2002, wouldn't the first payment begin in the fiscal year
beginning July 1, 2003?

3. In Section 6(c) of the 2002 Agreement, there is a statement that,
"Contingent liabilities to retirees under the 'Corbin Settlement' will not
be taken into account in determining the Funded Ratio." Can someone please

explain to me what that means? 1 was under the impression that the “Corbin
Settlement" was the City's version of the so-called Ventura litigation in
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which courts concluded that the basc compensation from which a percentage is
derived to determine retirement benefits does not include just base
salaries, etc., but includes some collateral amounts as well. Is that not
the thrust of the "Corbin Settlement® for the City, and, if so, why is it
excluding it from the funding arrangements?

4. It is my understanding that the City has tentatively selected
Scenario #2 as the means by which it will proceed with respect to financial
reporting. In which case Note 6 will be rewritten. Accordingly, any
references to the old Note 6 as being "stale" have been eliminated.

It is my thought that when we have this worked out completely to our
collective satisfaction internally, we would show it to CERS and Roeder and
seek written signoffs, which I will prepare, from each of them as well to
the text. I am particularly interested in getting that from both. Diann
has been sending "Diannagrams" to CERS indicating that CERS should not be
responsible for the disclosure because of its inadequacy. We need to see if
we can get their signature and eliminate that contingency. With respect to
Roeder, I am very leery about proceeding any further without getting him to
actually provide a letter in which he will make some representations to us
regarding its accuracy regarding the range estimates and the like. Pat, this
is particularly important in light of what he has done with his view of the
exposure for the post-retirement healthcare benefits.

I look forward to your comments.
<<455050.Pension.doc>>

"MMS <Orrick.com>" made the following annotations.

NOTICE TO RECIPIENT: THIS E-MAIL IS MEANT FOR ONLY THE INTENDED RECIPIENT OF
THE TRANSMISSION, AND MAY BE A COMMUNICATION PRIVILEGED BY LAW. IF YOU
RECEIVED THIS E-MAIL IN ERROR, ANY REVIEW, USE, DISSEMINATION, DISTRIBUTION,
OR COPYING OF THIS E-MAIL IS STRICTLY PROHIBITED. PLEASE NOTIFY US
IMMEDIATELY OF THE ERROR BY RETURN E-MAIL AND PLEASE DELETE THIS MESSAGE FROM
YOUR SYSTEM. THANK YOU IN ADVANCE FOR YOUR COOPERATION.

http://www.orrick.com
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PENSION PLAN
City Employees’ Retirement System

All benefited City employces participate with the full-time employees of the Airport
Authority (the “Airport Authority™) and the San Diego Unified Port District (the “District”) in
the City Employees® Retirement System (“CERS™). CERS is a public employee retirement
system that acts as a common investment and administrative agent for the City, and the Airport
Authority and the District. Through various City benefit plans, CERS provides retirement
benefits to all general, safety (police and fire), and legislative members.

The CERS plans are structured as defined benefit plans in which benefits are based on
salary, length of service, and age. City employees are required to contribute a percentage of their
annual salary to CERS. The obligation to make contributions to CERS is based on the San
Diego City Charter and the San Diego Municipal Code and, to the extent that available CERS
assets are less than vested benefits, is an obligation imposed by law upon the City.

CERS” last actuarial valuation for the City dated fune 30, 2002, dated January ___, 2007,
stated that the funded ratio (Valuation of Assets available for Benefits to Total Actuarial Accrued
Liability), of the CERS fund was 77.3%. The CERS fund had an Unfunded Actuarial Accrued
Liability (the “UAAL”) of $720.7 million as of June 30, 2002, which represented a $436.8
million increase in the UAAL since the previous actuarial calculation dated June 30, 2001. The
UAAL is the difference between total actuarially accrued liabilities of $3.169 billion and
actuarially calculated assets allocated to funding of $2.448 billion. The increase in the UAAL as
of June 30, 2002 resulted primarily from lower than anticipated investment returns as compared
to an actuarially assumed rate of retumn on investments. The UAAL is amortized over a 30-year
period, which started July 1, 1991, with each year’s amortization payment reflected as a portion
of the percentage of payroll represcenting the employer's contribution rate. As of June 30, 2002,
there were 19 years remaining in the amortization period. [How does this mesh with the “40
year period”?} [The estimated portion of the UAAL attributable to employees of the Wastewater
System amounted to approximately $40 mitlion as of Junc 30, 2002}

The City anticipates that the UAAL as of June 30, 2003 will be in the range of §950
million to $1.___ billion {per R. Roeder on Tuesday and Diann on Monday) of which
approximately $ ___ to$__ million is estimated as attributable to employees [of the Wastewater
System/payable from the general find of the City]. However, since the actuarial valuation has
not been completed, the actuarially determined amount of the UAAL as of June 30, 2003 (and
the amount relating to Wastewater System /general fund employees) may be different from what
the City anticipates. The estimated increase in the UAAL as of June 30, 2003 once again results
primarily from lower than anticipated investment retumns.

Agreement with CERS relating to City Contributions. In June, 1996, the City Manager of
the City presented to the CERS Board of Administration (the “Board™) and the Board accepted, a
proposal (the “1996 Arrangement”) regarding payments by the City to CERS in respect of
funding of employee benefits. This occurred at the time of an increase in pension benefits for
active {and certain retired} employees of the City. The 1996 Arrangement provided for annual
contribution set by the City to CERS which was below any of the conventional accounting
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methods of contribution. Under the 1996 Arrangement, the City’s annual contribution rates in
respect of employee retirement benefits were to be specified rates expressed as percentages of
payroll, which were increased by .5% each year through the year ended June 30, 2007, after
which time the City made contributions were to be at one of the conventional pension plan
contribution rates (“PUC™). (These contribution arrangements have been referred to by the City
as the “Corridor funding method.)” As a consequence, during this period of time, the difference
between the amounts paid and the amounts which would have been paid were approximately
$110 million. In 1996, CERS had “Surplus Funds” against which a portion of the 1996 present
values of the share amount. (See Note 6 of Notes to Financial Statements attached as Appendix
A for information regarding the accounting treatment of the 1996 Arrangement.)

The 1996 Arrangement also provided that in the event the “funded ratio” of the CERS
was lower by 10% below the 92.3% funded ratio at June 30, 1996 (the “Threshold Rate”) the
“City-paid rate” was to be increased on July 1 of the year following the date of the actuarial
evaluation in which the funding ratio dropped below the Threshold Rates (the “Shortfall
Amount”), and the increase was to be in an amount determined by the actuary necessary to
restore a funded ratio to 82.3%. The 1996 Arrangement was not clear regarding the period of
time over which the Shorifall Amount was to be funded.

Between 1996 and 2002, City employee benefits were increased on [two] occasions, the
City, like other local agencies in California, in settlement of litigation, agreed to calculate

compensation for benefits purposes over a greater amount than Just direct pay, the overall
namber of employees employed by the City who were entitled to benefits increased by __ %
[___% to Wastewater System]} and investment results of CERS declined due to the securities
market declines. During the same period, the funded ratio declined from 92.3% to 77.3%. The
Shortfall Amount as of June 30, 2002 was approximately of which approximately
$  represented the [general fund/Wastewater Systemn] share.

In the spring of 2002, the City and CERS commenced the negotiations of modifications
to the 1996 Arrangement which culminated in approval by the City Council on November 18,
2002, and the Board on , of a new agreement (the “2002 Agreement”) which
superceded the 1996 Arrangement regarding annual City Corridor contributions and made more
specific the payments required by the City if there were a Shortfall Amount. [The provisions
regarding Corridor payments are not applicable to the Wastewater System insomuch as it is
making contributions in accordance with actuarially determined amounts.]

[General Fund only] With respect to employer contribution rates for the remaining years
of the 1996 Arrangement (through the year ending June 30, 2007), the rates for each of the fiscal
years ended June 30, 2003 and thereafter were higher percentages of payroll than were
contemplated by the 1996 Arrangement and provides for “full PUC contribution rates,” subject
to the Board not changing actuarial assumptions used to determine contributions as of June 30,
2001. The estimated amount by which City contributions for general fund employees which
would be greater during Fiscal 2002 through Fiscal 2007 using the PUC method of making plan

contributions rather than the agreed upon “Corridor” payment is upwards of § . Had
PUC rates been utilized for City contributions for the year ending June 30, 2004, the amount
shown under ____in the general fund budget would have been § greater.
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[WWF has no such payments.}

With respect to payments by the City on account of a Shortfail Amount, the 2002
Agreement provides for a formula which is intended to fund up the Shortfall Amount to the
Threshold Ratio by no later than June 30, 2009, spreading it over a number of years starting with
the second year following the year in which the Shortfall Amount occurred and ending with the
year cnding June 30, 2009.

As indicated above, for the year ended June 30, 2002 there was a funded ratio 0f77.3%
and a related Shortfall Amount of § [of which § was attributable to the
general fund/Wastewater System]. Under the 2002 Agreement, the City will be obliged to
make, in addition to the [contractually agreed “Corridor” annumal payments/actuarially
determined amounts], utilizing the agreed upon formula annual payments of approximately
$__, ineach of the years ending June 30, 2004 through 2007.

[Explain what will happen when the general fund starts making PUC contributions in the
year 2008. How much of a gap is there expected to be between the last year Corridor
contributions in 2007 and the first year of PUC contributions in 2008, indicating in dollars based
on current levels of payroll for the non-proprictary funds.]

Footnote 6 of the Notes to the Financial Statements aitached as APPENDIX A (ilie
“Pension Footnote™), presents information about CERS as a whole but does not present
information, including financial information, regarding the specific liability of the Wastewater
System as such with respect to obligations to make contributions to CERS. In addition, such
footnote describes the Corridor funding method. While during Fiscal Years ending June 30,
1997 through 2002 the Wastewater System paid annual contributions to CERS in accordance
with the Corridor funding method, during the same period the Wastewater System accrued the
amount of the difference in its Statement of Net Assets. Sce Statement of Net Assets, June 30,
2002 and 2001 in Appendix A hereto. On June 30, 2003, the Wastewaler System paid the
amount of that difference for such Fiscal Years and the City expects that in the future the
Wastewater System will accrue and pay annual contributions to CERS in accordance with
amounts determined by the reporting actuary. Therefore, the description of the “Corridor”
funding method in the Pension Footnote and all discussion related thereto does not apply to the
Wastewater System after June 30, 2003.

Post-Retirement Healthcare Benefits. As indicated in Note 7 of Notes to the Financial
Statements attached as Appendix A, the City, [including the Wastewater System], provides
healthcare benefits/premiums to a variety of retired employees. Currently, the benefits are
primarily for employees who were actively employed and retired on or after October 1980 and
were otherwise entitled to retirement allowances. Most eligible employees are entitled to receive
health insurance premiums up to a cap based upon other healthcare programs/premiums
sponsored by the City. Employees who retired or terminated prior to that date who were eligible
for retirement allowances prior to that date are also cligible for healthcare benefits (currently
approximately ___ employees) but their healthcare benefits are limited to a total of $1,200 per
year.
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Starting in 1996 [and before], the payments for the bencfits/premiums have been made
from earnings on the assets in CERS, i.e., dividends, interest and realized gains from the sale of
securities. These eamings were distributed among a number of accounts within CERS based
upon specificd priorities and one such account (the “Insurance Benefit Account”) was the
account from which post-retirement/health premium/benefits were paid. The City has not
directly paid any of such benefits since . Accordingly, the statement in Note 7
of Notes to the Financial Statements regarding recognized expenditures refers to expenditures
from the Insurance Benefit Account, not from the Wastewater System or any other resources of
the City.

Due to declining the declining value in the CERS assets, including declining eamings and
realized gains, there have been no payments into the Insurance Benefit Account since the Fiscal
Year ended June 30, . For the Fiscal Year ended June 30, 2003, approximately
$ was charged against the Insurance Benefit Account for health benefits and
insurance premiums payments for retired personnel, and the remaining balance in the account at
that date was §__ For the Fiscal Ycar ending June 30, 2004, the amount of
3 has been budgeted as a charge against that account.

The City projects that if there are no further contributions to the Insurance Benefit
Account, such Account will be exhausted during the Fiscal Year ending June 30, 2006,
whereupon the City, including the Wastewater System, will be required to make direct payments.

In a report to the City Council Committee on Rules, Finance and Intergovernment Relafions
rendered February 5, 2003, the Administrator of CERS reported that the CERS actuary indicated
that the present value of liability for such beuefits for current active members in the Retirement
Plan who had not retired was in the neighborhood of an amount of which the Wastewater
System'’s share would be § : and, unless included in a actuarially computed
contribution or uvaless earnings from CERS were sufficient to create ongoing excess earnings,
any future responsibility to the City would have to be funded from other sources. The
Administrator’s report indicates that the current method will almost certainly require a change n
the benefits or funding from sources other than CERS and its reserves in the not too distant
future. [The information in Table 14 {does/does] not take into account any payment to be made
by the Wastewater System for this purpose.]

City Actions. The City is evaluating the fiscal status of CERS to determine the best
course of action to improve funding status of CERS as regards pension benefits and availability
of surplus funds in CERS to pay post-retirement healthcare premiums/benefit payments. In
addition, the Mayor and the Council are in the process of forming a pension reform commission
to evaluate the operation and structure of the pension system and the benefits as well as the
method of funding post-reticement health benefits.

Litigation Relating to the Retirement System

General. In January 2003, a putative class action complaint (Gleason v. San Diego City
Employees’ Retirement System, et al.) was filed in the San Diego Superior Court against the City
and CERS. A class has not yet been certified. The complaint alleges that from the Fiscal Year
ended June 30, 1997 to the present, the City has not contributed to CERS the annual amount
required by certain provisions of the San Diego City Charter and the San Diego Municipal Code.
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455050.4 Peusiondoc

PENSION_L0000163



373253

Instead, the plaintiffs allege that the City has been contributing an annual amount to CERS that is
based on two contracts that the City and CERS entered into in 1996 and 2002, respectively.
Plaintiffs further allege that as a result of these violations, and the breaches of duty of the CERS
board of administration, as of the date the complaint was {iled, CERS was less than 68% funded
and the UAAL was $720 million. (According to the CERS annual actuarial valuation, the
funding ratio as of June 30, 2002 was 77.3%.) As lo the City, the plaintiffs seek (a) a judicial
declaration that the City has violated the City Charter and Municipal Code provisions, and (b) a
judicial declaration as to the appropriate remedies for the City’s alleged violation of the City
Charter and the Municipal Code.

The plaintiffs allege that the City is obligated io make additional contributions to CERS
on two bases. First, the plaintiffs allege that the City has faifed to comply with a proviston of the
City Charter that requires the City to contribute to CERS an amount substantially equal to the
amounts that employees contribute to CERS (this basis is referred to herein as the “substantially
equal basis™). The plaintiffs allege that the difference between the amount of total employee
contributions between Fiscal Years 1997 and 2002 and the amount of contributions by the City
during the same period were not substantially equal. The amount of the difference alleged by the
plaintiff which the City believes is attributable to employees of the Wastewater System is
approximately $3 million. The City disputes the plaintiffs’ calculations and maintains that the
amount of its contributions between Fiscal Years 1997 and 2002 is substantially equal to the
amount of employee contributions during the same period. Second, the plaintifls allege that the

City Charter and the Municipal Code require the City to contribute an amount not less than the
amount determined by the reporting actuary to be necessary to accumulate sufficicnt assets to
pay benefits when due (this basis is referred to herein as the “actuary basis”). In a separate
lawsuit (Gleason v. San Diego City Employees’ Retirement System), the plaintiff is attempting
to invalidate the 2002 contract between the City and CERS based on certain conflict of interest
allegations. The City contends that its contracts with CERS are lawful and binding contracts.

Impact on the Wastewater System/General Fund. For its Fiscal Years 1997 through
2002, the Wastewater Syslem accrued annual contributions as a charge against System Revenues
at approximately $3 million in addition to payments made pursuant to the “Corridor” funding
method. But the City did not pay this amount to CERS until June 30, 2003. The amount that the
Wastewater System accrued during that period was derived from the amount determined by the
CERS actuary. For Fiscal Year 2003, the Wastewater Systern paid the full actuarial rates.
Whether or not the plaintiffs succeed on either of their theories, the Wastewater System wiil
most likely have minimal additional exposure.

The City anticipates that the Wastewater System will continue to pay amounts to CERS
in accordance with the amounts indicated by the reporting actuary, and this approach is reflected
in the projections contained in Table 14 above.

[Similar Disclosure for General Fund]
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NEW ISSUE Ratings: Sce “Ratings” berein.

. . Due to the pendency of the Ballpark Litigation (as defined and described in “LITIGATION—Litigation Invelving the Blllil_plrk Project”),
Orick, Herrington & Sutcliffe LLP, Los Angeles, California and Webster & Anderson, Oakland, California (“Co-Bond Counsel™), are providing a qualified opinion as to
whether the interest on the 2002 Bonds is excluded from gross income for federal income tax purposes under Section 103 of the Internal Revenue Code of 1986 (the
“Code”) and from State of California personal income taxes. Co-Bond Counsel €xpress no opinion regarding any other tax oons;q.uenccs related to the ownership or
disposstion of, or the accrual or receipt of interest on, the 2002 Bonds. For additional information, sce “TAX MATTERS” and “L IGATION—Litigation Involving

the Balipark Project” herein and APPENDIX F—ORRICK, HERRINGTON & SUTCLIFFE LLP LEGAL ANALYSES AND OPINIONS and APPENDIX I—
FORM OF CO-BOND COUNSEL QUALIFIED OPINION hereto.
$169,685,000

PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO
LEASE REVENUE BONDS, SERIES 2002
(Ballpark Project)

Dated: Date of Delivery Duc: February 15, as shown on the inside cover page hereto

. The Public Facilities Financing Authority of the City of San Diego (the “Authority”z‘is issuing its Lease Revenue Bonds, Series 2002 (Ballpark

- Project) (the “2002 Bonds™} (i) to finance a portion of the cost of building a state-of-the-art baseball park (the “Balipark™) and a public t0 be located ad acent 1o the
Bﬁlfark (the “Park™ and, together with the alipark and the grounds and walkways immediately surrounding the Ballpark and ¢ e Park, the “Ballpark Facility”); ii) to
fund the Reserve Account for the 2002 Bonds; (iti} to pay costs of issuance with respect to the 2002 Bonds, ('ilg) to pay a portion of interest payable on the 2002 Bonds for
the first 30 months from the date of issuance of the 2002 Bonds (with the balance being paid from Basc Rental Payments payable under the B Facility Lease (as
hereinafier defined)); and (v) to reimburse certain advances made by the City of San Diego (the “City"(), Padres L.P. (the “Padres™) and the R_cdevebpmmt Agency of the
City (the “Redevelopment Agency™) toward Ballpark Facility costs and related infrastructure costs (the Ballpark Facility and the related infrastructure, together with
certain land acquisitions and imp: 3 il '.el{ referved to as, the “Ballpark Project™). In order fo effect such financing, the Authority and the City will enter
into a Ballpark Facility Lease, to be dated as of February 1, 2002 (the “Ballpark Facility Lease™), between the Authority, as lessor, and the City, as lessee, ?_rhcmby the
City will leasc the Bailpark Facility and the land on which it is located, excluding certain improvements to be owned by the Padres (the “Leased Property”), from the
Authority. The 2002 Bonds will be issued pursuant to an Indenture, 1o be dated as of February 1, 2002 (the “Indenture”), between the Authority and Wells Fargo Bank,
National Association, as trustee (the “Trustec™). The 2002 Bonds are payable from and secured by a pledge of revenucs, consisting primarily of lease b%?p\ents to be paid
by the City and seceived by the Authority with respect to the Leased Property (the “Base Rental ayments”) and certain other monies as described in the indenture
(collectively, the “Revenues”). The Base Rental Payments are subject to abatement in the event of damaghe. destruction, condemnation or title defects with respect to the
Leased Property, as more particularly described in the Ballpark Facility Lease. In addition, the City’s obligation to pay full Base Rental Payments docs not arise until
substantial completion of Ball‘park Facilig. A portion of the interest payable on the 2002 Bonds for the first 30 months from the datc of issuance of the 2002 Bonds
will be funded by the proceeds of the 2002 . It is contemplated that Base Rental Payments will directly fund the balance of current interest payable on the 2002
Bonds during such 30-month period and thercafier, subject to the terms of the Ballgark Facility Lease. Construction of the Baltpark Facility is currently scheduled for
completion within 24 hs afier the i of the 2002 Bonds. However, should the completion of the Ballpark Facility be delayed beyond the above-referenced 30-

month period, the City’s duty to pay Base Rental Payments would be limited to approximately 35.3% of the debt service on the 2002 Bonds. For additional information,
see “RISK FACTORS” hercin. .

Interest due on the 2002 Bonds is payable semiannually on February 15 and August 15 of cach year (cach, an “Interest Payment Date™),
commencing August 15, 2002, For additional information regarding the 2002 Bonds, sce “THE 2002 BONDS—Description of the 2002 Bonds” herein. The 2002
Bonds will be delivered in definitive form and shall remain in such form until the occurrence of certain events described in “PLAN OF DISTRIBUTION.” The City
shall make Base Rental Payments to the Trustee, as assignee of the Authority under the Assignment A%eement (as defined herein) for the use and possession of the
Leased Property during eacK annual period. The Trustce shall deposit such Base Renta) Payments in the Bond Fund established under the Indenture  Such Base Rental
Payments, 1t pard in full, are designed, in both time and amount, to pay when due the principal of and interest on the 2002 Bonds. Pursuant to the Indenture, the Trustee

wnlll{d on each Interest Payment Date, apply funds available in the Bond Fund, in the amounts required to make principal and micrest payments due with respect to the 2002
Bonds.

The 2002 Bonds are subject to optional redemption (at par on or after February 15, 2005), mandatory and extraordinary redemption  For additional
demption of the 2002 Bonds, see “THE 2002 BONDS—Redemption Provisions” herein.

Payment of the principal of and interest on the 2002 Bonds when due will be insured by a financial guaranty insurance policy to be issued by Ambac
Assurance Corporation (the “Bond Insurer”) simultaneously with the delivery of the 2002 Bonds, subject to the terms of such policy as described herein.

: Ambac

For additional information vegarding the fi guaranty ins policy, see “SECURITY AND SQURCES OF PAYMENTS FOR THE
2002 BONDS—Financial Guaranty Insuraace Policy” herein. The Bond Insurer also has agreed to provide a forward commitment to provide a surety for one-haif of
the reserve fequirement, subject to the conditions more fully described in Footnote 2 to the Table under the ion “SOURCES AND USES OF THE 2002 BOND
PROCEEDS,” and “SECURITY AND SOURCES OF PAYMENT FOR THE 2002 BONDS—Debt Service eserve Account™ herein,

INVESTMENT IN THE 2002 BONDS IS SUBJECT TO CERTAIN RISKS, INCLUDING LITIGATION RISKS AND COMPLETION
RISKS AS FURTHER DESCRIBED IN “RISK FACTORS—UITIGATION RELATING TO THE BALLPARK PROJECT” AND “RISK FACTORS—
BALLPARK PROJECT FUNDING AND COMPLETION RISKS” AND CERTAIN RESTRICTIONS ON RESALE, INCLUDING THE RIGHT OF FIRST
REFUSAL BY THE UNDERWRITER, AS DESCRIBED IN “RISK FACTORS—THE 2002 BONDS ARE SUBJECT TO CERTAIN RESTRICTIONS ON
RESALE AND A RIGHT OF FIRST REFUSAL AND THE EXERCISE OF CERTAIN CALL OPTIONS BY THE UNDERWRITER.”

- SEE “LITIGATION—LITIGATION AND A RELATED MATTER INVOLVING THE BALLPARK PROJECT® HEREIN AND
APPENDIX F—DRRICK, HERRINGTON & SUTCLIFFE LLP LEGAL ANALYSES AND OPINIONS AND APPENDIX I—FORM OF CO-BOND
COUNSEL QUALIFIED OPINION HERETO FOR FURTHER INFORMATION REGARDING PENDING LITIGATION WHICH COULD AFFECT THE
YALIDITY OF THE 2002 BONDS OR THE BALLPARK FACILITY LEASE AND THE AVAILABILITY OF THE EXEMPTION FROM FEDERAL AND

CALIFORNIA PERSONAL INCOME TAXES FOR INTEREST ON THE ;002 BONDS. THE OPINION OF CO-BOND COUNSEL IS QUALIFIED AS
BEING SUBJECT TO THE QUTCOME OF SUCH LITIGATION.

NEITHER THE 2002 BONDS NOR THE OBLIGATION O THE CITY TO MAKE BASE RENTAL PAYMENTS UNDER THE BALLPARK
FACILITY LEASE CONSTITUTES AN OBLIGATION OF THE CITY FOR \:HICH THE CITY IS OBLIGATED TO LEVY OR PLEDGE ANV FORM OF
TAXATION OR FOR WHICH THE CITY HAS LEVIED OR PLEDGED ANY FCRM OF TAXATION. THE AUTHORITY HAS NO TAXING POWER NEITHER
THE 2002 BONDS NOR THE OBLIGATION OF THE CITY TO MAKE SUCH BASE RENTAL PAYMENTS CONSTITUTES AN INDEBTEDNESS OF THE CITY

DEBT LIMITATION OR RESTRICTION. FOR ADDITIONAL INFORMATION, SEE “SECURITY AND SOURCES OF PAYMENT FOR THE 2002 BONDS,”
AND “RISK FACTORS™ HEREIN. :

THIS COVER PAGE CONTAINS CERTAIN INFORMATIOM FOR QUICK REFERENCE ONLY. IT IS NOT A SUMMARY OF THIS ISSUE.
II;lE‘éElg;'(gle MUST READ THE ENTIRE OFFERING DOCUMENT TO OBTAf: INFORMATION ESSENTIAL TO MAKING AN INFORMED INVESTMENT

infor regarding

The 2002 Bonds are being offered to a limited p of sophisticated institutional investors, as described in “PLAN OF DISTRIBUTION.” Under
the terms of the plan of distribution and as described in “PLAN OF DISTRIBUTIGN.” Merrill Lynch, Picree, Fenner & Smith Incorporated (the “Underwriter) will
have an ind n%ht to optionally call the 2002 Bonds from investors and a rght of first refusal to L%als{ Ntlh%) ZF‘O‘}%JSOE’?F and cach in among other

P vestor mu:
things, excoute and deliver an investor representation letter, substantially in the form of APPENDIX OR REPRESENTATION LETTER
hereto, prior to purchasing the 2002 Bonds.

The 2002 Bonds will be offered when, as and if executed, subjeci 0 the a proval as to legality by Orrick, Herrington & Suicliffe LLP, Los Angeles,
California and Webster & Anderson, Oakland, Califorma, Co-Bond Counsel, and to ct: ‘an other canditions. The Co-Bond Counsel opinion is qualified as being subject
{o the outcome of the Ballpark Litigation. For additional information, see APPEND{). F—ORRICK, HERRINGTON & SUTCLIFFE LLP LEGAL ANALYSES AND
OPINIONS and APPENDIX I—FORM OF CO-BOND COUNSEL QUALIFIED OP: NION hereto. Certain legal matters for the Authority and the City ml! be passed
upon by Casey Gwinn, Esq., City Attorney of the City of San Diego and General Counst, 10 the Authoruty, for the Underwriter by its internal counsel and by O'Melveny &
Myers LLP and for the Bond Insurer by ils internal counsel, It is anticipated that the cev ‘ficates for the 2002 Bonds will be available for delivery in New York, New York,
on or about February 15, 2002,

Merrill Lync ' & Co.

February 14, 2002
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$169,685,000

PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO
LEASE REVENUE BONDS, SERIES 2002
(Ballpark Project)

MATURITY SCHEDULE
$ 18,460,000  7.15% Term Bond due February 15,2012 Price: 100%

$ 48,940,000  7.60% Term Bond due February 15, 2022 Price: 100%
$102,285,000  7.70% Term Bond due February 15, 2032 Price: 100%



No dealer, broker, salesperson or other person has been authorized by the Authority or the City to
give any information or to make any representations other than as contained herein and, if given or made, such other
information or representations must not be relied upon as having been authorized by the Authority or the City. This
Offering Document does not constitute an offer to sell or the solicitation of an offer to buy nor shall there be any
sale of the 2002 Bonds by a person in any jurisdiction in which it is unlawful for such person to make such an offer,
solicitation or sale.

Certain statements contained in this Offering Document reflect not historical facts but forecasts
and “forward-looking statements.” In this respect, the words “estimate,” “project,” “anticipate,” “expect,” “intend,”
“believe” and similar expressions are intended to identify forward-looking statements. All projections, forecasts,
assumptions, expressions of opinions, estimates and other forward-looking statements, whether or not expressly so
described or identified herein, are intended solely as forward-looking statements, are not to be construed as
representations of fact and are qualified in their entirety by the cautionary statements set forth in this Offering
Document. The summaries or references to the Indenture, the Ballpark Facility Lease, the Assignment Agreement,
the Site Lease, the Continuing Disclosure Agreement, Principal Ballpark Project Documents and other documents,
agreements and statutes referred to herein and the description of the 2002 Bonds included in this Offering
Document, do not purport to be comprehensive or definitive, and such summaries, references and descriptions are
qualified in their entireties by reference to each such document or statute. All references made to various documents
herein are qualified in their entirety by reference to the actual forms thereof, copies of which are available upon
request with payment of copying, mailing and handling charges by contacting the City at the following address: The
City of San Diego, City Clerk, 202 “C" Street, MS 2A, San Dicgo, California 92101, Attention: City Clerk. All
capitalized terms used in this Offering Document (unless otherwise defined herein) shall have the meanings set forth
in the Indenture or the Ballpark Facility Lease.

Certain information set forth herein has been obtained from sources other than the City, the
Redevelopment Agency, the Centre City Development Corporation or the Authority, which information is believed
to be reliable, but is not guarenteed as to accuracy or completeness and is not to be construed as a representation by
the Authority or the City. The Underwriter has reviewed the information in this Offering Document in accordance
with, and as a part of its responsibility under federal securities laws, as applied to the facts and circumstances of this
transaction, but the Underwriter does not guarantee the accuracy or completeness of such information and it is not to
be construed as the promise or guarantee of the Underwriter. The information and expressions of opinions herein
are subject to change without notice and neither the delivery of this Offering Document nor any sale made hereunder
shall, under any circumstances, create any implication that there has been no change in the affairs of the Authority or
the City since the date hereof, This Offering Document is submitted in connection with the sale of the 2002 Bonds
referred to herein and may not be reproduced or used, in whole ot in part, for any other purpose.
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OFFERING DOCUMENT

$169,685,000
PUBLIC FACILITIES FINANCING AUTHORITY OF
THE CITY OF SAN DIEGO
LEASE REVENUE BONDS, SERIES 2002
(Ballpark Project)

INTRODUCTION

This Offering Document, which includes the cover page and appendices hereto, is provided to
furnish certain information in connection with the issuance and sale of the Public Facilities Financing Authority of
the City of San Diego Lease Revenue Bonds, Series 2002 (Ballpark Project) in the aggregate principal amount of
$169,685,000 (the “2002 Bonds™). The 2002 Bonds, initially in certificated form, will be issued pursuant to an
Indenture, to be dated as of February 1, 2002 (the “Indenture”), between the Public Facilities Financing Authority of

the City of San Diego, a California joint powers agency (the “Authority”) and Wells Fargo Bank, National
Association, as trustee (the “Trustee”).

The Authority is a joint exercise of powers authority created by the City of San Diego (the “City™)
and the Redevelopment Agency of the City (the “Redevelopment Agency™) pursuant to a Joint Exercise of Powers
Agreement, dated May 14, 1991, as amended and restated, The purpose of the Authority is to assist with the
financing of certain public capital facilities and improvements of the City or the Redevelopment Agency. The
Authority is the issuer of the 2002 Bonds and the lessor of the Ballpark Facility (as defined below) and the land on
which it is located, excluding certain improvements to be owned by the Padres (the “Leased Property”) under the
Ballpark Facility Lease, to be dated as of February 1, 2002 (the “Ballpark Facility Lease™), between the Authority,
as lessor, and the City, as lessee. For additional information regarding the Authority and other participants in the

development of the Ballpark Project, see “PRINCIPAL PARTICIPANTS IN THE DEVELOPMENT OF THE
BALLPARK PROJECT.”

Purpose of the 2002 Bouds

The proceeds of the 2002 Bonds will be used: (i) to finance a portion of the cost of building a
state-of-the-art baseball park (the “Ballpark™) and a public park located adjacent to the Ballpark (the “Park™) (the
Park, the Ballpark and the grounds and walkways immediately surrounding the Ballpark and Park are together
referred to as the “Ballpark Facility”), (ii) to fund the Reserve Account for the 2002 Bonds; (iii) to pay costs of
issuance with respect to the 2002 Bonds; (iv) to pay a portion of interest payable on the 2002 Bonds during the first
30 months from the date of issuance of the 2002 Bonds (with the balance being paid from Base Rental Payments
payable under the Ballpark Facility Leasc); and (v) to reimburse certain advances made by the City, Padres L.P. (the
“Padres”) and the Redevelopment Agency toward Ballpark Facility costs and related infrastructure costs (the

Ballpark Facility and the related infrastructure, together with certain land acquisitions and improvements are
collectively referred to as, the “Batlpark Project”).

The Redevelopment Project, the Ballpark Project and the Ballpark Facility

The Ballpark Project is part of a larger urban revitalization project to be located in the East Village
neighborhood of downtown San Diego (the “Redevelopment Project™) undertaken by the City, the Redevelopment
Agency, the Centre City Development Corporation {the “CCDC”), the Padres and other private developers. In
addition to the development of the Ballpark Project, the Redevelopment Project also contemplates the development
of certain hotels, retail and residential facilities, office space, parking facilities and other improvements, described
more fully in “THE REDEVELOPMENT PROJECT.”

The Balipark Project consists of the Ballpark Facility, the acquisition of certain Ia‘nd for the
Ballpark Facility and other related land acquisitions, improvements and infrastructure, When last submitted to the
City Council in November 2001, the estimated overall budget for the Ballpark Project was $449.4 million.
Currently, the estimated cost of the Ballpark Project is approximately $456.5 million. It is expected that the



estimated cost of the Ballpark Project will be funded from the following sources: $130.4 million from the proceeds
from the sale of the 2002 Bonds', $76.4 million from the Redevelopment Agency, $153.2 million from the Padres,
up to $21.0 million from the proceeds from the sale of certain surface parking lots and $75.5 million from City
equity. For additional information regarding the sources of funding for (and ability to fund) the Ballpark Project,
see “PLAN OF FINANCE FOR THE BALLPARK PROJECT.”

In connection with the Ballpark Project and the Redevelopment Project, a Memorandum of
Understanding Concerning a Ballpark District, Construction of the Bascball Park and the Redevelopment Project
(the “MOU™) between the City, the Redevelopment Agency, the CCDC and the Padres, was approved by 59.6
percent of the citizens voting in the general election of the City of San Diego on November 3, 1998. The MOU
provides for the acquisition, construction and installation of the Ballpark Project, hotels containing a minimum of
850 rooms, retail and residential facilities, office space, parking facilitics and other improvements as more fully

described herein. For additional information, see “THE BALLPARK PROJECT” and “THE
REDEVELOPMENT PROJECT.”

Pursuant to the MOU, the City shall provide not more than $225.0 million toward the construction
of the Ballpark Project. Certain components of the Ballpark Project will be constructed, installed and owned by the
Padres, which have agreed to contribute approximately $153.2 million toward the cost of the Ballpark Project
(which amount includes (i) the difference between the original estimated cost of the Ballpark Facility of $267.5
million and the current estimated cost of $294.1 million® and (ii) a current estimate of approximately $7.1 million in
excess land acquisition costs). The Padres also will be responsible for any Ballpark Facility costs in excess of
$294.1 million" (except those costs associated with change orders requested by the City), certain additional excess
land acquisition costs and certain excess infrastructure costs, Upon completion, the Padres will be responsible for
the operation and management of the Ballpark Facility and the City will be responsible for contributing not more
than $3.5 million annually (subject to certain offsets and inflationary adjustments) to the operation and maintenance
of the Ballpark Facility. For additional information regarding the Ballpark Facility, see “THE BALLPARK
FACILITY—Ownership,” “THE BALLPARK FACILITY—Revenues and Expenses,” and “PLAN OF
FINANCE FOR THE BALLPARK PROJECT.”

Risk Factors

See “LITIGATION—Litigation Involving the Ballpark Project,” APPENDIX F—ORRICK,
HERRINGTON & SUTCLIFFE LLP LEGAL ANALYSES AND OPINIONS and APPENDIX I—FORM OF
CO-BOND COUNSEL QUALIFIED OPINION for further information regarding issues raised in pending
litigation which could affect the validity of the 2002 Bonds or the Ballpark Facility Lease, under which the Base
Rental Payments provide the primary source of payments on debt service on the 2002 Bonds, and whether interest
on the 2002 Bonds is exempt from federal and California personal income taxes.

This financing involves a number of other risk factors, some of which are specific to the City, and
others that relate to lease financings generally. In addition, the 2002 Bonds are subject to certain restrictions on
resale, including the right of first refusal by the Underwriter to purchase the 2002 Bonds and the potential exercise
of certain call rights as to the 2002 Bonds by the Underwriter, For additional information, see “RISK FACTORS,”
“PLAN OF DISTRIBUTION" and APPENDIX J—FORM OF INVESTOR REPRESENTATION LETTER.

Security and Sources of Payment for the 2002 Bonds

The 2002 Bonds are payable from and secured by Revenues and certain amounts on deposit in the
funds and accounts established under the Indenture. Revenues consist primarily of all Base Rental Payments made
by the City pursuant to the Ballpark Facility Lease, Base Rental Payments shall be paid by the City from any and all
legally available funds. The City’s obligation to make full Base Rental Payments is subject to substantial
completion of the Ballpark Facility, the possibility of the Ballpark Facility Lease being declared invalid, and to
abatement if, by reason of material damage to, destruction or condemnation of, or title defects with respect to, the

' Net amount of available proceeds from the 2002 Bonds will be less than this amount and the difference reflects
expected interest eamings on such proceeds and certain interest earnings on the Reserve Account.

Sec “THE BALLPARK PROJECT—Ballpark Facility—Ballpark Facility Design/Build Contract’ for
information regarding potential increases in the cost of construction of the Ballpark Facility due to delays in the
recommencement of construction.



Leased Property, ‘there is substantial interference with the City’s right to use and possess the Leased Prope::ty. For -
additional information, see “RISK FACTORS—Abatement” and “LITIGATION—Litigation Involving the
Ballpark Project.”

In addition, payment of the principal of and interest on the 2002 Bonds when due will be insured
by a financial guaranty insurance policy to be issued by Ambac Assurance Corporation (the “Borgd Insurer”,
simultaneously with the delivery of the 2002 Bonds. For additional information regarding the financial guaranty
insurance policy, see “SECURITY AND SOURCES OF PAYMENT FOR THE 2002 BONDS—Debt Service
Reserve Account” and “SECURITY AND SOURCES OF PAYMENT FOR THE 2002 BONDS— Financial
Guaranty Insurance Policy.”

Miscellaneous

This Introduction is not 2 summary of this Offering Document. It is only a brief description of and
guide to, and is qualified by, more complete and detailed information contained in the entire Offering Document,
including the cover page and appendices hereto, and the documents summarized or described herein. A full_ review
should be made of the entire Offering Document. The offering of the 2002 Bonds to potential investors is made
only by means of the entire Offering Document.

Brief descriptions of Principal Participants in the Development of the Ballpark Project, Principal
Documents, Schedule of Key Events, Sources and Uses of Bond Proceeds, Plan of Finance, Ris_k Factors, the
Ballpark Project, Ballpark Project Insurance and Completion Guarantees, the Redevelopment Project', t!le 2002
Bonds, Security and Sources of Payment for the 2002 Bonds and various other topics follow. Such descriptions and
summaries do not purport to be comprehensive or definitive. All references made to various documents herein are
qualified in their entirety by reference to the actual forms thereof, copies of which are available upon request with
payment of copying, mailing and handling charges by contacting the City at the following address: The Clty' of .San
Diego, City Clerk, 202 “C™ Street, MS 2A, San Diego, Califomia 92101, Attention: City Clerk. All capitalized
terms used in this Offering Document (unless otherwise defined herein) shall have the meanings set forth in the
Indenture or the Ballpark Facility Lease.

A brief description of the City is provided in APPENDIX A—~THE CITY OF SAN DIEGO.
Certain audited financial statement information relating to the City’s general funds is provided in APPENDIX B—
EXCERPTS FROM THE CITY’S COMPREHENSIVE ANNUAL FINANCIAL REPORT FOR THE
FISCAL YEAR ENDED JUNE 30, 2001. Summaries of the Indenture, a Site Lease to be executed bctweeq the
City and the Authority (the “Site Lease™), the Ballpark Facility Lease, and the Assignment Agreement are provided
in APPENDIX C—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS. Summaries of the MOU, the
Ballpark Infrastructure Design/Build Agreement, the Joint Use and Management Agreement, the Ballpark
Design/Build Procurement Consultant Agreement, the Ballpark Facility Design/Build Contract, the Guaranty
Agreement, the Implementation Agreement, the Second Implementation Agreement, the MLB Commitment and the
Custody Agreement (all as defined herein) are provided in APPENDIX D—SUMMARY OF PRINCIPAL
BALLPARK PROJECT DOCUMENTS. A copy of Orrick, Herrington & Sutcliffe LLP’s legal analyses and
opinions regarding issues raised in the pending litigation which could affect the validity of the Ballpark Facility
Lease or the 2002 Bonds or the tax exemption for interest payable on the 2002 Bonds is provided in APPENDIX
F—ORRICK, HERRINGTON & SUTCLIFFE LLP LEGAL ANALYSES AND OPINIONS. A form of the
Continuing Disclosure Agreement of the City with respect to the 2002 Bonds is provided in APPENDIX G—
FORM OF CONTINUING DISCLOSURE AGREEMENT. A form of the financial guaranty insurance policy is
provided in APPENDIX H—FORM OF FINANCIAL GUARANTY INSURANCE POLICY, A form of Co-
Bond Counsel’s qualified fegal opinion is provided in APPENDIX I—FORM OF CO-BOND COUNSEL
QUALIFIED OPINION. A form of Investor Representation Letter is provided in APPENDIX J—FORM OF
INVESTOR REPRESENTATION LETTER.

PRINCIPAL PARTICIPANTS IN THE DEVELOPMENT OF THE BALLPARK PROJECT

Set forth below are brief descriptions of each of the principal participants in the development of
the Ballpark Project. For additional information regarding the Ballpark Project and the various participants® roles,
responsibilities and financial obligations with respect to such project, se¢ “PLAN OF FINANCE FOR THE
BALLPARK PROJECT,” “THE BALLPARK PROJECT,” “BALLPARK PROJECT INSURANCE AND



COMPLETION GUARANTEES,” “THE BALLPARK FACILITY” and “THE REDEVELOPMENT
PROJECT.”

The Authority

With a population of approximately 1.3 million residents, the City is the seventh largest city in the
nation and the second largest city in the State of California. The City’s economic base consists of a diverse core of
high tech industries, including telecommunications, bioscience and softiware development, complemented by
defense and tourism, two mainstays of the City’s cconomy. The City’s traditional sectors of defense and tourism
have historically realized steady growth. The City’s defense industry, formerly concentrated in acrospace, is now
almost entirely devoted to meeting the military’s needs in the areas of information systems and applications of
computer technology. There can be no assurance that the economy of the City will not be negatively affected by the
slowing economies of the State of California and the United States, and the consequences of the recent attacks on
New York, NY and Washington D.C./Arfington, VA (the “Attacks™) and responses thereto. Since the Attacks,

loads. Due to the slowing economy, prior to the Attacks, for the first two months of the current fiscal year ended
August 31, 2001, Transient Occupancy Tax (“TOT™) revenues were down by approximately 6% from the same
period in the prior fiscal year. Due to the Attacks and the continuing downturn in the economy, for the first five
mouths ended November 30, 2001, TOT revenues were down by approximately 13.5% from the same period of the

prior fiscal year. Through the first six apportionments (ended January 16, 2002) of Fiscal Year 2002, Property Tax
(“Property Tax™) revenues received by the City were up approximately 7% from the same period in the prior fiscal
year. Motor Vehicle License Fee {“Motor Vehicle License Fee”) revenues to the City for the first six months (ended
December 31, 2001) of the current fiscal year werc approximately 5% above the Motor Vehicle License Fee

Subject to the uncertainties created by the slowing cconomies of the State of California and United
States and the Attacks, the City believes that its visitor industry could benefit over time from the opening of the
cexpansion to the San Diego Convention Center (the “Convention Center”) in September 2001, which has
approximately doubled the size of the facility.

The City, along with the Redevelopment Agency and the CCDC, are responsible for the planning
and construction of the infrastructure component of the Ballpark Project. In addition, under the MOU, the City is
responsible for contributing up to $225.0 million to fund the construction of the Ballpark Project. However, the

costs that were prcv_liously part of the City’s contribution fo the Ballpark Project. As a result, the City's contribution

majority interest in the Ballpark Facility, and will contribute not more than $3.5 million per year (subject to offsets
and certain inflationary ad ljustments) for the operation and maintenance of the Balipark.

The Padres

Padres L.P. is a Delaware limited partnership and the sole owner of the San Diego Padres Major
League Baseball franchise (the “Franchise”). The Padres acquired the Franchise in 1994, The City was awarded the
Franchise in 1968, and the Franchise has been located in the City continuously since the award. Under the MOU,
the Padres are committed to play Major League Baseball games at the Ballpark while any of the 2002 Bonds remain



outstanding, up to 30 years, but in no event less than 22 years, and the Padres have an option to extend sqch period
of time for two additional five-year terms. The Padres are responsible for the design and the construction of the
Ballpark Facility. Under the Ballpark Design/Build Procurement Consultant Agreement, however, the City, the
Padres, the Redevelopment Agency, CCDC, and Padres Construction, L.P. (“PCL"), an affiliate of the Padres,
agreed that the Padres would delegate their obligations with respect to the design and construction of the Ballpark
Facility under the MOU to PCL. The Padres will contribute approximately $153.2 million toward the cost of the
Ballpark Project (which amount includes (i) the difference between the original estimated cost of the Ballpark
Facility of $267.5 million and the current estimated cost of $294.1 million” and (ji) approximately $7.1 million in
excess land acquisition costs). The Padres also will be responsible for any Ballpark Facility costs in excess of
$294.1 million” (except those costs associated with change orders requested by the City), certain additional excess -
land acquisition costs and certain excess infrastructure costs. The Padres will own improvements in and to the
Ballpark Facility amounting up to, but not exceeding, 30% of the original Ballpark Facility estimate of $267.5
million for the term of the Joint Use and Management Agreement, after which all portions of the Ballpark Facility
owned by the Padres will automatically be transferred to the City. Tt is contemplated that the City Council of the
City (the “City Council™) will consider, in the near future, a proposal under which the Padres would also pay an
additional $6.0 million and receive title to land on which would be built a parking garage containing at least 1,000
parking spaces available for use for the Ballpark Facility (the “P1 Parking Garage”). Should the City Council not

approve an agreement, the City will cause the land to be acquired, and lease it to the Padres which will still have the
obligation to build the P1 Parking Garage,

Based on financial and certain other information provided by the Padres, without the infusion .of
capital or borrowing proceeds, the Padres will not be able to fund their remaining Ballpark Project financial
obligations; there are no current commitments by partners of the Padres to fund capital contributions necessary to
fulfill the Padres® obligations; and the Padres have not obtained commitments for their contemplated borrowings.
Neither the City nor the Authority can make any prediction as to the ability of the Padres to obtain such borrowings.

The information contained herein regarding the Padres and their affiliates has been provided by
the Padres and, except as otherwise noted and except for descriptions of the rights and duties of the Padres and their
affiliates under agreements or undertakings to which the City or the Redevelopment Agency is a party, has not been
verified by the City, the Redevelopment Agency or the Authority.

The Redevelopment Agency

The Redevelopment Agency was activated on May 6, 1958, by action of the City Council. At the
same time, the City declared itself to be the Redevelopment Agency. The elected Mayor of the City (the “Mayor”)
and the members of the City Council also serve as members of the board of the Redevelopment Agency (the
“Redevelopment Agency Board”), although the Redevelopment Agency is a separate, legally constituted body. The
Redevelopment Agency is charged with the responsibility of eliminating blight within its redevelopment project
areas through the process of redevelopment. The Redevelopment Agency is responsible for the acquisition of
certain land associated with the Ballpark Project.

The Centre City Development Corporation

In August 1976, the City Council designated the CCDC as the operating manager of
redevelopment projects in the downtown area of the City (the “Centre City”). As such, it is responsible for the
planning, implementation, and administration of such projects. The CCDC currently manages thc.Horton
Redevelopment Project and the Centre City Redevelopment Project. The CCDC is managed by a board of directors,
appointed by the Mayor and the City Council, consisting of seven individuals, and a professiona! staﬁ'.. The CCDC
will coordinate the Redevelopment Agency’s land acquisitions associated with the Ballpark Project m!q the
development process for the private ancillary development surrounding the Ballpark Project. For additional
information regarding litigation which may affect the validity of the 2002 Bonds and Ballpark Facility Lease, see,

“LITIGATION—Litigation Involving the Ballpark Project—Simmons v. City of San Diego, et al.—CCDC
Director Matter.”

' See “THE BALLPARK PROJECT—Ballpark Facility—Ballpark Facility Design/Build Contract® for

information regarding potential increases in the cost of construction of the Ballpark Facility due to delays in the
recommencement of construction.



The San Diego Unified Port District

The San Diego Unified Port District (the “District”) is a Port District established by special
legislation in 1962. It currently operates San Diego International Airport/Lindbergh Ficld (the “Airport”) as well as
a variety of other facilities located within the tidelands trust property which was conveyed to the District by the City
for use in furtherance of commerce, navigation, fisheries and regional recreation. Except for the operations of the
Airport, the principal operations of the District are the leasing of tidelands trust property for development by private
enterprise and for which the District receives rental income as lessor. The Ballpark Facility will be located close to
the Convention Center, which is located on the tidelands trust property of the District. Subject to approval by the
Executive Officer of the State Lands Commission, the City expects that the District will purchase, for up to $21.0
million from its Car Rental Fee Fund, four surface parking lots that are located approximately two blocks east of the
Ballpark Facility and within the vicinity of the Convention Center (the “Surface Parking Lots”) from the City to
serve the needs of the expanded Convention Center. However, this could be affected by the outcome of certain
pending litigation against the District and the City relating to the District’s commitment to purchase and the City’s
ability to sell the Surface Parking Lots (see “RISK FACTORS—Balipark Project Funding and Completion
Risks—Lifigation Affecting the Ballpark Project Could Cause Further Delays in Construction”), any future
litigation or the consequences of recently passed legislation under which the Airport operations of the District,
including certain related assets and revenues, would be split off into a new and separate agency. In addition, since
the Attacks, the District has offered alternative optional rental deferral programs to most of its tourist businesses and
to hotel tenants, which alternatives could adversely affect the District’s financial resources. If, due to litigation,
economic conditions or otherwise, the District is unable to purchase the Surface Parking Lots, the City and the
Redevelopment Agency would provide the funds necessary to develop the Surface Parking Lots.

The information contained herein regarding the District has been provided by the District and,

except for descriptions of the rights and duties of the District under agreements or undertakings to which the City or

the Redevelopment Agency is a party, has not been verified by the City, the Redevelopment Agency or the
Authority.

PRINCIPAL DOCUMENTS

The following tables provide definitions and summary descriptions for each of the key documents
relating to the issuance of the 2002 Bonds and the Ballpark Project,

Documents Relating to the Issuance of the 2002 Bonds

Document Name Description

Indenture The Indenture, dated as of February 1, 2002, between the Authority and the
Trustee, provides for the terms relating to the 2002 Bonds.

Site Lease The Site Lease, dated as of February 1, 2002 (the “Site Lease™), between the
City and the Authority, provides for the lease of the real property portion of the
Ballpark Facility from the City to the Authority. Such real property, along with
the Ballpark Facility, is subleased back to the City pursuant to the Ballpark
Facility Lease.

Ballpark Facility Lease The Ballpark Facility Lease, dated as of February 1, 2002, between the
. Authority and the City, provides for the lease of the Leased Property from the
Authority to the City. Subject to substantial completion of the Ballpark Facility,
the City will make full Base Rental Payments, subject to abatement, which will
be used to pay debt service on the 2002 Bonds.

Assignment Agreement The Assignment Agreement, dated as of February 1, 2002, between the
Authority and the Trustee, govems the assignment of all rights to receive the
Base Rental Payments under the Ballpark Facility Lease from the Authority to
the Trustee.



Document Name

Description

Financial Guaranty
Insurance Policy

Forward Commitment to
Provide Reserve Account
Surety

The policy of insurance issued by the Bond Insurer which insures the payment
of principal and interest when due on the 2002 Bonds,

The forward commitment of the Bond Insurer to provide a surety to fund one-
half of the Reserve Account. For additional information, see Footnote 2 to the
Table under the caption “SOURCES AND USES OF THE 2002 BOND
PROCEEDS.”

Documents Relating to the Ballpark Project

Document Name

Description

MOU

Ballpark Infrastructure
Design/Build Agreement

Joint Use and Management
Agreement

Ballpark Design/Build
Procurement Consultant
Agreement

Ballpark Facility
Design/Build Construction
Contract

Guaranty Agreement

The Memorandum of Understanding Concerning a Ballpark District,
Construction of a Baseball Park and a Redevelopment Project by and among the
City, the Redevelopment Agency, the CCDC, and the Padres, approved by 59.6
percent of the citizens voting in the general election of the City on November 3,
1998, memorializes the agreement among the parties to the MOU of the
essential terms and conditions regarding the ballpark and redevelopment project.
The original expiration of the MOU was March 31, 2000 and has been extended
on a number of occasions, most recently to February 19, 2002.

The Ballpark Infrastructure Design/Build Agreement, dated as of December 14,
1999, which has since its date of execution, been amended or restated on a
number of occasions, most recently on January 28, 2002 (the “Ballpark
Infrastructure Design/Build Agreement”), between the City and Sverdrup Civil,
Inc., provides for the performance by Sverdrup Civil, Inc. of the infrastructure
related work in connection with the Ballpark Project.

The Joint Use and Management Agreement, dated as of February 1, 2000 (the
“Joint Use and Management Agreement”), between the City and the Padres,
governs the rights and duties of the City and the Padres with respect to the use
and operation of the Ballpark Facility.

The Ballpark Design/Build Procurement Consultant Agreement, dated as of
February 1, 2000 (the “Ballpark Design/Build Procurement Consultant
Agreement”) by and among the City, the Redevelopment Agency, the CCDC,
the Padres, and Padres Construction, L.P., governs the selection of the entity for
managing the design and construction process of the Ballpark Facility and
provides for the implementation of the Ballpark Facility Design/Build Contract.

The Ballpark Facility Design/Build Construction Contract, dated as of February
1, 2000 (the “Ballpark Facility Design/Build Contract”), between Padres
Construction, L.P. and San Diego Ballpark Builders (the “SDBB™), provides for
the construction of the Ballpark Facility by the SDBB, a joint venture comprised
of Clark Construction Group, Inc., Nielsen Dillingham Builders, and Douglas E.
Barahart, Inc.

The Guaranty Agreement Concerning the Ballpark Design/Build Procurement
Consultant Agreement, dated as of February 1, 2000 (the “Guaranty
Agreement”), from the Padres to and for the benefit of the City, the
Redevelopment Agency, the CCDC, the Authority, and the Trustee, provides
that the Padres will guarantee complete and timely payment and performance by
Padres Construction, L.P. of all of Padres Construction, L.P."s obligations and



Document Name

Description

Ballpark and
Redevelopment Project
Implementation Agreement

Second Ballpark and
Redevelopment Project
Implementation Agreement

Reaffirmation Agreement

TOT Guaranty Agreement

MLB Commitment

Custody Agreement

responsibilities under the Ballpark Design/Build Procurement Consultant
Agrecment.

The Ballpark and Redevelopment Project Implementation Agreement, dated as
of February 25, 2000 (the “Implementation Agreement”), by and among the
City, the Redevelopment Agency, the CCDC, and the Padres, implements the
purpose and intent of the MOU and modifies, in part, the rights and obligations
of the parties as set forth in the MOU by addressing certain matters relating to
the infrastructure improvements, land acquisition costs, the City’s parking
obligations, certain costs of environmental remediation, and other related
matters.

The Second Ballpark and Redevelopment Project Implementation Agreement,
dated as of November 30, 2001 (the “Second Implementation Agreement”), by
and among the City, the Redevelopment Agency, the CCDC, and the Padres, (i)
implements the purpose and intent of the MOU;; (i) modifies, in part, the rights
and obligations of the parties as set forth in the MOU; (iii) increases the
Redevelopment Agency’s investment in the Ballpark Project to $76.4 million,
plus an additional amount of $8.5 million for certain contingent expenses; (iv)
accepts a guaranty from John Moores and the Padres, more fully described in
“THE REDEVELOPMENT PROJECT—Hotels;” and (v) releases the City’s
first priority lien and security interest in the Franchise vested by the Security
Agreement, dated as of April 1, 1999, as amended by the Ballpark Design/Build
Procurement Consultant Agreement (the “Security Agreement™), by and
between the Padres and the City; among other things.

The Reaffirmation Agreement, dated as of December 20, 2001 (the
“Reaffimation Agreement”), by and among the City, the Redevelopment
Agency, CCDC and the Padres, reaffirms each party’s intent to be bound by the
MOU and related agreements.

The TOT Guaranty Agreement, dated as of December 20, 2001, provides for
certain payments to the City if the Four Star Hotel (as defined herein) is not
opened and operating by April 2004 and will not become operative unless the
Redevelopment Agency and JMI Realty, Inc. (“JMIR”) extend the Disposition
and Development Agreement for the development of the Four Star Hotel to and
including December 31, 2003.

The Irrevocable Guaranty Agreement, dated as of February 15, 2002 (the
“MLB Commitment”), provides a guaranty from Major League Baseball, an
unincorporated association (“MLB”), of up to $45.8 million, payable upon
written demand to MLB by the Custody Agent, with the consent of the Bond
Insurer, promptly on or afier April 1, 2002, to cover certain payment
requirements of the Padres to the Design and Construction Fund if such
requirements are not met by the Padres. The MLB Commitment will expire on
October 1, 2002, if not previously called upon.

The Custody Agreement, dated as of February 15, 2002 (the “Custody
Agreement”), by and among the City, the Redevelopment Agency, the Padres,
Padres Construction, L.P., and Wells Fargo Bank, National Association, as
custody agent, provides for deposits into and the priorities of withdrawals of
funds from the Design & Construction Fund, the fund from which the remaining
Ballpark Facility costs and certain land acquisition and infrastructure costs will
be funded.



See APPENDIX C—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS, APPENDIX D—
SUMMARY OF PRINCIPAL BALLPARK PROJECT DOCUMENTS, “SECURITY AND SOURCES OF
PAYMENT FOR THE 2002 BONDS—Debt Service Reserve Account” and “SECURITY AND SOURCES OF
PAYMENT FOR THE 2002 BONDS—Financial Guaranty Insurance Policy” for a more complete description

of certain documents listed above.

SCHEDULE OF KEY EVENTS

The following table provides some key events and actual or projected dates relating to the issuance
of the 2002 Bonds and the Ballpark Project. Certain unforeseen events could prevent the projected dates from

occurring as scheduled.

Event Actual/Projected Date
MOU approved by San Diego voters November 1998 (Actual)
Commencement of work on Infrastructure January 2000 (Actual)
Commencement of work on Ballpark Facility May 2000 (Actual)
Suspension of work on Ballpark Facility October 2000 (Actual)
Guaranteed maximum cost established for the construction of the

Ballpark Facility November 2001 (Actual)
Guaranteed maximum price established for the Ballpark Infrastructure

Design/Build Agreement October 2001 (Actual)")
Completion of land acquisition for footprint of the Ballpark Facility ....... January 2002 (Actual)

Recommencement of work on Ballpark Facility

Substantial completion of the Infrastructure

Substantial completion of the Ballpark Facility.

Approximate time through which a portion of the interest on the 2002
Bonds wil! be capitalized (the balance is payable from Base Rental
Payments under the Ballpark Facility Lease)

Date of closing of the sale and
issuance of the 2002 Bonds
(Projected)

Approximately 24 months afier the
closing date for the sale and issuance
of the 2002 Bonds (Projected)

'Approximately 24 months after the

closing date for the sale and issuance
of the 2002 Bonds (Projected)

Approximately 30 months afier the
closing date for the sale and issuance
of the 2002 Bonds (Projected)

(1) See “THE BALLPARK PROJECT--Infrastructure Work—Ballpark Infrastructure Design/Build
Agreement” for additional information regarding the development and expiration of the guaranteed maximum

price.



SOURCES AND USES OF THE 2002 BOND PROCEEDS

The estimated sources and uses of proceeds from the sale of the securities offered hereby are set

forth below.
Sources
Principal Amount $ 169,685,000
Total $ 169,685,000
Uses
Deposit to Design and Construction Fund $ 120,308,440 (1)
Deposit to Reserve Account $ 15,040,690 (2)
Interest Account $ 20,275,581 (3)
Costs of Issuance $ 11,990,132 (4)
Underwriter’s Discount $ 2,070,157
Total $ 169,685,000

M
@

Q)

@

Includes $4,679,128 in reimbursements for Ballpark Project advances by the City, the Padres and the

Redevelopment Agency.

It is expected that 50% of the amount deposited in the Reserve Account will fund the final draws of the City’s
funds in the Design and Construction Fund, provided the City can certify that the construction of the Ballpark
Facility is on schedule, whereupon the Bond Insurer will issue a surety in an amount equal to such draw for the
Reserve Account. If the City cannot certify that the construction of the Ballpark Facility is on schedule, the
Bond Insurer will not issue a surety and the City will need to deposit from its general funds, into the Design and
Construction Fund, an amount equal to 50% of the amount in the Reserve Account. An appropriation of an
amount of up to one-half of the amount deposited in the Reserve Account, if necessary, has been authorized by
the City Council.

Amount, which, together with expected interest income thereon and interest income on the Reserve Account,
will fund a portion of interest payable on the 2002 Bonds for approximately 30 months from the date of delivery
of the 2002 Bonds (with the balance being paid from Base Rental Payments payable under the Ballpark Facility
Lease).

Costs of Issuance include fees and expenses of the Co-Financial Advisors, Co-Bond Counsel and the Trustee,
expenses for obtaining ratings on the 2002 Bonds, Offering Document printing costs, the premium for the
Financial Guaranty Insurance Policy, other costs related to the issuance of the 2002 Bonds, and litigation
expenses incurred incident to the Ballpark Project. Costs of Issuance include approximately $5.6 million that
has been spent by the City to date, which amount is in addition to advances for certain Ballpark Project
advances, and will be reimbursed to the City from the proceeds of the 2002 Bonds.

PLAN OF FINANCE FOR THE BALLPARK PROJECT

The Ballpark Project

The Ballpark Project consists of the Ballpark Facility, the acquisition of certain land for the

Ballpark Facility and other related land acquisitions, improvements and infrastructure. The Ballpark Facility will
occupy approximately 18 acres in the East Village neighborhood of downtown San Diego, bordered by J Street on
the north, 7th Avenue on the west, 10th Avenue on the cast, Park Boulevard on the south, and a frontage road along
the railroad tracks between Park Boulevard and 7th Avenue. The Ballpark Facility is expected to hold up to 46,000
people by means of approximately 42,000 fixed seats, and the balance by means of a combination of standing room
and picnic and fawn seating areas in the Park.
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When last submitted to the City Council in November 2001, the overall budget for the Ballpark
Project was $449.4 million. Currently, the estimated cost of the Ballpark Project is approximately $456.5 million.
This estimate consists of $294.1 million® for the construction of the Balipark Facility, $107.1 million* for the
acquisition of land, which includes the Ballpark Facility footprint, $51.3 million for infrastructure, and $4.0 million
for additional obligations under the Implementation Agreement, which includes costs relating to infrastructure and
insurance,

Interim Expenditures

Set forth in the following table is information relating to (i) expenditures through January 15, 2002
on (a) the Ballpark Facility, (b) land acquisition relating to the Ballpark Project, (c) infrastructure work relating to
the Ballpark Project, and (d) obligations under the Implementation Agreement; and (ii) the amounts spent by the
City, the Redevelopment Agency and the Padres through such date. Certain amounts shown below are estimates and
are provided from sources other than the City (the amounts of which have not been independently verified by the
City and Authority),

Estimated Aggregate Expenditures Through January 15, 2002

Ballpark Facility (exclusive of land) $ 61,700,000

Land Acquisition (inclusive of land for the $ 85,000,000

Ballpark Facility)

Infrastructure Work $ 19,500,000 ®@

Implementation Obligations $ 600,000
Total $ 166.800,000

Estimated Sources of Payments for Expenditures Through January 15, 2002

City $ 32,200,000

Redevelopment Agency $ 74,600,000

Padres $ _60,000,000®
Total $ 166,800,000

(1) This amount does not include $16.0 million of certain utility relocation costs which will be
the responsibility of the “dry utility” providers or the Padres.

(2) This amount includes approximately $2.3 million that (i) has been authorized for use by the
City for certain infrastructure work and (ji) is currently being spent by the City.

(3) Approximately $3.8 million will be reimbursed from proceeds of the 2002 Bonds.

(4) Approximately $0.2 million will be reimbursed from proceeds of the 2002 Bonds.

(5) Approximately $0.6 million will be reimbursed from proceeds of the 2002 Bonds.

Under the MOU, the Ballpark Design/Build Procurement Consultant Agreement, and the
Implementation Agrecment, the Padres are required to fund all costs of the Ballpark Facility in excess of the original
Ballpark Facility estimate of $267.5 million and the Padres and the Redevelopment Agency are required to fund
certain excess costs relating to land acquisitions for the Ballpark Project. For additional information, see “Sources
of Funds from the Padres” and “THE BALLPARK PROJECT-Land Acquisition Program.”

Sec “THE BALLPARK PROJECT—Balipark Facility—Ballpark Facility Design/Build Contract’ for
information regarding potential increases in the cost of construction of the Ballpark Facility due to delays in the
recommencement of construction. .

For additional information regarding the aggregate values estimated by the Redevelopment Agency of properties
yet to be sought through condemnation, see Footnote 2 to the Table under “THE BALLPARK PROJECT—
Land Acquisition Program.”



Sources and Uses of Ballpark Project Funds

The currently estimated sources and uses of funding for the Ballpark Project are as follows:

Sources .
Proceeds from Sale of 2002 Bonds $ 130,400,000
Redevelopment Agency 76,400,000
Padres 153,200,000¢
Proceeds from Sale of Surface Parking Lots 21,000,000 ‘;)
City Equity 75,500,000

Total $ 456,500,000

Uses
Ballpark Facility $ 294,100,000¢
Land Acquisition 107,100,000"
Infrastructure Work 51,300,000®
Implementation Agreement Obligations 4,000,000®

Total $ 456,500,000

m
2

(©)]

“
)

®)

M

®

)

Net amount of available proceeds from the 2002 Bonds will be less than this amount and the difference reflects expected

interest earnings on such proceeds and certain interest earnings on the Reserve Account.

This does not include the possible need for as much as $10.0 million for certain increases in land acquisition costs, if any,
over §110.0 million up to $130.0 million, which amount the Redevelopment Agency has been authorized to spend by the
exccution of the Implementation Agreement. This amount is not reflected in the estimated amounts for the Ballpark Project
set forth herein, but is authorized to be spent by the Redevelopment Agency, if necessary. The City, the Redevelopment
Agency, the CCDC, and the Padres have approved an increase in the Redevelopment Agency's contribution to $76.4

. million, plus an additional $8.5 miltion for certain contingent expenses, all under the Second Implementation Agreement.

This amount includes a current estimate of land acquisition costs in excess of $100.0 miltion. The Padres are responsible for
the first $10.0 million in land acquisition costs in excess of $100.0 million and fifty percent of any excess over $110.0
million up to $130.0 million. For additional information regarding the aggregate values estimated by the Redevelopment
Agency of properties yet to be sought through condemnation, sce Footnote 2 to the Table under “THE BALLPARK
PROJECT-—Land Acquisition Program.”

Sec “PLAN OF FINANCE FOR THE BALLPARK PROJECT—Sources of Funds from the District” for information
regarding the purchase of the Surface Parking Lots by the District, or the City and the Redevelopment Agency.

This amount does not include $21.0 million, which would be needed to finance the acquisition and improvements of the
Surface Parking Lots if the District is unable for any reason to fund the same pursuant to the Parking Lot Purchase
Agreement. It is expected that the City (subject to the City’s overall financial commitment limit to the Ballpark Project of
$225.0 miflion) and the Redevelopment Agency would fund such amount. The City Council has authorized such amount for
expenditure up to $19.1 million (subject to such overall financial commitment limit), with the balance having been
authorized for expenditure by the Redevelopment Agency.

Sec “THE BALLPARK PROJECT—Ballpark Facility—Ballpark Facility Design/Build Contract” for information
regarding potential increases in the cost of construction of the Ballpark Facility due to delays in the recommencement of
construction.

This amount includes $6.0 million for the cost of the land acquisition for the P1 Parking Garage. It is contemplated that in
the near future, the City Council will consider an amendment to the Implementation Agreement, which would reduce the
land acquisition estimate by $6.0 million to refiect the commitment of the Padres to purchase, for that amount, the land for
the P1 Parking Garage. If such an arrangement is approved by the City Council, the amount of the Redevelopment
Agency'’s commitment to sources would be reduced by an equal amount. Should that modification not occur, the City will
cause the land for the P1 Parking Garage to be acquired with Redevelopment Agency funds and the Padres will lease the
land from the City and construct the P1 Parking Garage. The Redevelopment Agency believes it has the current funds
available to fund this cost if necessary.

The original estimated amount for Infrastructure Work as set forth in the MOU was $61.6 million and included the
construction costs for the P1 Parking Garage, Pursuant to the Implementation Agreement, the Padres assumed construction
of the P1 Parking Garage, thereby reducing the Infrastructure Work estimate by $10.3 million, which represents the
estimated cost of constructing the P1 Parking Garage, but not the land cost.

It is contemplated that in the near future, the governing body of the Redevelopment Agency will approve an amendment to
the Implementation Agreement whereby the Redevelopment Agency and the Padres will each pay an equal share of an
anticipated additional $6.5 million that will be required for certain environmental mitigation costs,
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Details regarding the sources of funds for the respective contributions from the Padres, the
Redevelopment Agency, and the District follow.

Sources of Funds from the Padres

Pursuant to the MOU and the Implementation Agreement, the Padres are to contribute at least
$153.2 million, which includes the Padres’ portion of both the current land acquisition costs estimate of $107.1
miltion and the current Ballpark Facility estimate of $294.1 million". As of January 15, 2002, the Padres have
advised the City that they have expended approximately $60.0 milion (of which $580,000 will be reimbursed to the
Padres from the proceeds of the 2002 Bonds). In addition, MLB has agreed to provide the MLB Commitment,
guaranteeing the Padres’ funding obligation up to an amount of $45.8 million. Pursuant to the Custody Agreement,
if the Padres deliver cash or an acceptable letter of credit, or a combination thereof, equal to the amount of the MLB
Commitment, prior to a draw thereon, the MLB Commitment will be released. In addition, the Padres may reduce
their cash contribution, whether generated by cash or a draw on the MLB Commitment, by an amount equal to the
face amount of any acceptable letter of credit deposited with the Custody Agent. For additional information, see
APPENDIX D—SUMMARY OF PRINCIPAL BALLPARK PROJECT DOCUMENTS—Custody
Agreement and APPENDIX D—SUMMARY OF PRINCIPAL BALLPARK PROJECT DOCUMENTS—
MLB Commitment. The Padres have advised the City that the funds for the Padres’ contributions will come from
(i) private franchise utility contributions; (ii) a cash equity contribution; (iii) contribution of food and beverage
equipment; and (iv) debt financings. In addition, under the MOU, the Ballpark Design/Build Procurement
Consultant Agreement, and the Implementation Agrecment, the Padres are required to fund all costs in excess of the
original Ballpark Facility estimate of $267.5 million, certain excess costs of land acquisition, and certain excess
infrastructure costs, if any, in connection with the Ballpark Project. The following is a table describing the funding
sources of the Padres, or credits therefor, which are recognized by the MOU:

Source " Amount

Cash $ 125.4 million @@
Private Utility In-Kind Contribution $ 16.0 million
Concessionaire Equipment Obligation $ _11.8 million
Total $ 153.2 million @

(1) The City has not independently verified the Padres’ sources of funding.

(2) Ofthis amount, approximately $60.0 million has been expended as of January 15, 2002,

(3) For additional information regarding the aggregate values estimated by the Redevelopment
Agency of properties yet to be sought through condemnation, see Footnote 2 to the Table
under “THE BALLPARK PROJECT—Land Acquisition Program,”

The Padres have executed and delivered to the City, the Security Agreement, dated as of April 1,
1999, which grants the City a first priority security fien on the Franchise $o secure the Padres’ obligation to deposit
their first $50.0 million into the Design and Construction Fund. The original Security Agreement was to remain in
effect until such time as the Padres had fulfilled such funding obligation. Under the Ballpark Design/Build
Procurement Consultant Agreement, the Security Agreement was amended also to secure funding of any cost
overruns for the Ballpark Facility. However, under the Second Implementation Agreement, the City Council has
approved an amendment to the Security Agreement, which will release the City’s lien so as to accommodate a lien
on the Franchise to be granted by the Padres in favor of MLB to secure the repayment by the Padres of up to '$45.8
million, which may be advanced by MLB under the MLB Commitment. Such MLB lien will continue so long as the
MLB Commitment is outstanding or funded and not repaid by the Padres. At such time as the MLB lien is released,

the City will re-file its lien as to the Padres’ franchise, s0 as to provide security for Ballpark Facility construction
cost overruns.

The MOU provides that agreements with private franchise utility companies for utility relocations
and equipment will be credited to the Padres, The value of the relocation of utilities in connection with the Ballpark
Project has been estimated at $16.0 million. In addition to amounts spent to date by the Padres for which the Padres

' See “THE BALLPARK PROJECT-—~Ballpark Facility—Ballpark Facility Design/Build Contract” for
information regarding potential increases in the cost of construction of the Ballpark Facility due to delays in the
recommencement of construction.
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will not be reimbursed, the Padres have advised the City that they have executed and delivered a long-term contract
with Sportservice Corporation, a major national provider of concession services, that would require the
concessionaire to install food and beverage equipment valued at $11.8 million.

The Padres have informed the City that they do not have a defined long-term financing plan and
that, initially, funding for the remaining amounts expected to be needed to complete the Ballpark Facility on an
interim basis, will be funded by short-term borrowings. Bascd on financial and certain other information provided
by the Padres, without the infusion of capital or borrowing proceeds, the Padres will not be able to fund their
remaining Balipark Project financial obligations; there are no current commitments by partners of the Padres to fund
capital contributions necessary to fulfill the Padres’ obligations; and the Padres have not obtained commitments for
their contemplated borrowings. Neither the City nor the Authority can make any prediction as to the ability of the
Padres to obtain such borrowings. Should the Padres be unable to issuc any or all of such notes and the Padres are
unable to finance their obligation through other sources, the construction of and the expected completion date for the
Ballpark Facility could be adversely affected. The MLB Commitment would be available to fund up to $45.8
million of the Padres® funding commitment for the Ballpark Facility but would not be sufficient to cover cost
overruns payable by the Padres over the current Ballpark Facility estimate of $294.1 million,” nor would it cover any
amounts due from the Padres for land acquisition or infrastructure cost overruns.

The Padres have advised the City that the Padres, in connection with their financing for the
Ballpark Facility, may assign certain of their rights and obligations under the Joint Use and Management
Agreement, to a wholly-owned subsidiary. Any such assignment would be accompanied by a guaranty in favor of
the City by the Padres of the performance by their subsidiary of the Padres® obligations under the Joint Use and
Management Agreement. The terms of such financing will not include the right of the Padres’ lender to terminate
the rights of either the Padres or their subsidiary to use and occupy the Ballpark Facility under the Joint Use and
Management Agreement or any of the Ballpark Project related agreements, as a remedy in the event the Padres
default in their repayment of their financing obligation.

Sources of Funds from the Redevelopment Agency

Initially, under the MOU, the Redevelopment Agency was to invest $50.0 million in the Ballpark
Project. This investment was previously increased to $61.0 million in the Implementation Agreement, and was
increased further to an aggregate of $76.4 million by action of the City Council and the Redevelopment Agency
taken on November 20, 2001 to increase the Redevelopment Agency’s investment. This does not include an
additional $8.5 million approved by the Redevelopment Agency in November 2001 for use related to the Ballpark
Project. For additional information regarding the sources of funds from the Redevelopment Agency for the Ballpark
Project, see Footnote 2 to the Table under the caption “Sources and Uses of Ballpark Project Funds.” This also
does not include approximately $40.2 million which the Redevclopment Agency has repaid to the City for
longstanding loans. (In December 2001, the Redevelopment Agency issued tax atlocation bonds and used a portion

of the proceeds to repay this amount to the City.) The City is using an equal amount of general funds as a part of its
contribution for the Ballpark Project,

As of January 15, 2002, the Redevelopment Agency had expended approximately $74.6 million
for the Ballpark Project (of such amount expended, the Redevelopment Agency expects to be reimbursed for
approximately $0.2 million from the proceeds of the 2002 Bonds). The Redevelopment Agency expects to fund its
entire commitment of $76.4 million with equity and proceeds of existing bond issuances.

Sources of Funds from the District

The Ballpark Project includes certain parking improvements, including land acquisition and
construction activities relating to the Surface Parking Lots. At the time the MOU was approved by the voters of the
City in November 1998, it was recognized, that based upon the projected size of the Ballpark Project, an additional
$21.0 million would be needed for the Ballpark Project; as of that time a source had not been identified.
Subsequently, as a result of negotiations between the City and the District, it was agreed that, subject to approva.l of
the State Lands Commission, the District would acquire the Surface Parking Lots for a total price of $21.0 mitlion.

* Sec “THE BALLPARK PROJECT—Ballpark Facility—Ballpark Facility Design/Build Contract” for

information regarding potential increases in the cost of construction of the Ballpark Facility due to delays in the
recommencement of construction.
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The District has informed the City that the District believes that the development of the Surface Parking Lots is also
needed to serve the Convention Center and the expansion of that facility. The original agreement was not approved
by the State Lands Commission, which placed conditions upon future approval. The original agreement was
replaced, incorporating provisions addressing the conditions required by the State Lands Commission, by the
Purchase and Sale Agreement and Joint Escrow Instructions, dated October 1, 2001 (the “Parking Lot Pur?hasc
Agreement”), between the City and the District. The State Lands Commission delegated its approval authority to
the Executive Officer of the State Lands Commission (“Executive Officer”, who is considering the matter.

Pursuant to the Parking Lot Purchase Agreement, prior to the closing of the purchase transaction,
the City must acquire or cause to be acquired the land for the Surface Parking Lots and improve the same to the
reasonable satisfaction of the District by performing paving, striping, lighting, fencing, landscaping, and all. c_:t.her
improvements necessary to cause the Surface Parking Lots to be suitable for use as surface parking facilities.
Within 14 business days of approval by the Executive Officer, the District must pay the City the lesser of $14.0
million or what has then currently accumulated in the District's Car Rental Fee Fund (the “Fund™) (currently
estimated by the District to be approximately $10.3 million). To provide for the remaining funds, the District will
deposit into an escrow account, funds as they continue to accumulate in the Fund (currently estimated by the District
to be approximately $3 million per year), to be drawn upon as needed by the City, provided that the City first
demonstrates that it has acquired title to or legal right to possession of the Surface Parking Lots. The District must
approve, in its reasonable discretion, any subsequent withdrawal from the escrow account. Subject to overall
Executive Officer approval, the land comprising the Surface Parking Lots is to be condemned by the Redevelopment
Agency using funds advanced by the District. In addition, to the extent the District has advanced sums from the
Fund, the District also will finance the cost of the Surface Parking Lots improvements and adjacent infrastructure
improvements. If the District is unable to purchase the Surface Parking Lots, the City (subject to the City’s $225.0
million overall maximum contribution to the Ballpark Project) and the Redevelopment Agency will purchase and
develop the Surface Parking Lots but may scale back expecied improvements thereon. The City Council has
authorized the use of up to $19.1 million in City funds (subject to such $225.0 million overall maximum
contribution) and the Redevelopment Agency has authorized the use of Redevelopment Agency funds, in the event
that implementation of the Parking Lot Purchase Agreement is delayed or precluded. Hence, while the City is
responsible to the District for delivery of the Surface Parking Lots pursuant to the Parking Lot Purchase Agreement,
the funds necessary to acquire and develop the Surface Parking Lots are expected to be a combination of those of the
District, the City and the Redevelopment Agency.

The City has not reviewed information as to the financial resources of the District available to
purchase the Surface Parking Lots. There is currently pending against the District and the City, litigation
challenging the power of the District to purchase and the power of the City to sell, the Surface Parking Lots,
Additional litigation or legal challenges could occur. In addition, recently passed legislation, which will separate
from the District, the Airport and related land and operations, could have a material adverse effect on the financial
resources of the District. According to newspaper reports, upon signing the bill, the Governor requested the same be
amended as promptly as possible to provide for District operational control of the Airport until at least 2004. There
is no assurance such amending legislation will be enacted. On October 23, 2001, the Board of Commissionem; for
the District authorized a rent relief program for “tourist oriented tenants” (hotel operators, restaurants, specialty
retailers, harbor excursions, vehicle tours, sport fishing, and rental car operators). One relief option permits the
payment of only percentage rents during the period September 1, 2001 through February 28, 2002, and the deferral
of payment of minimum rents during that period, should percentage rents be less than minimum rents. Any balance
must be paid by the later of April 20, 2002 or 30 days following the end of a lcase’s current accounting year.
Alternatively, such tenants could agree to postpone the due dates for September and October, 2001 rent payments,
which are paid in arrears, for six months. While it is believed that this program could adversely affect the cash flow

of the District, the City has no direct information from the District as to the result or impact of such rental payment
deferral program. .

As mentioned above, should pending or prospective litigation prevent the District or the City from
performing under the Parking Lot Purchase Agreement; should approval not be obtained from the Executive Officer
of the State Lands Commission; should the prospective financial resources of the District not be sufficient; or should
there be a delay in the funding by the District due to the lack of accumulation of revenues in the Fund, then the City
(within its $225.0 million cap) and the Redevelopment Agency shall be collectively responsible for some or all of
the $21.0 million.
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RISK FACTORS

The following is a discussion of certain risk factors, which should be considered, in addition to all
other matters set forth in this Offering Document, in evaluating the investment quality of the 2002 Bonds. This
discussion does not purport to be comprehensive or definitive.

Pending Litigation Could Affect the Validity of the 2002 Bonds and the Bailpark Facility Lease and the Tax
Exemption of Interest on the 2002 Bonds

See “LITIGATION—Litigation Involving the Ballpark Project,” APPENDIX F—ORRICK,
HERRINGTON & SUTCLIFFE LLP LEGAL ANALYSES AND OPINIONS, and APPENDIX I—-FORM
OF CO-BOND COUNSEL QUALIFIED OPINION for information regarding the issues raised in pending legal
challenges which could affect the validity of the 2002 Bonds or the Ballpark Facility Lease and whether the interest
on the 2002 Bonds is excluded from federal and State of California personal income taxes. Should challenges as to
the validity of the 2002 Bonds be successful, the City may not have a duty to make Base Rental Payments under the
Ballpark Facility Lease, which Base Rental Payments are intended to provide debt service payments on the 2002
Bonds. Under such circumstances, the sole source for payment on the 2002 Bonds, other than the Reserve Account,
would be the financial guaranty insurance policy issued by the Bond Insurer. Co-Bond Counsel are providing a
qualified legal opinion as to the validity of the 2002 Bonds and the Balipark Facility Lease as well as to interest on
the 2002 Bonds being exempt from federal and California personal income taxes, as being subject to the outcome of
such litigation. If the 2002 Bonds were held to be invalid, then there would not be a municipal obligation upon
which interest could be paid, as a consequence of which interest on the 2002 Bonds, theretofore or thereafter
received, would not be exempt from federal and California personal income taxes. Investors who do not report the
interest as taxable income could be responsible for the payment of federal and personal income taxes as well as
interest and penalties thereon.

Pending Litigation Potentially Adversely Affecting the General Funds of the City

See “LITIGATION—Litigation Potentially Adversely Affecting the General Funds of the
City” regarding other litigation matters which potentially may have an adverse effect on the general funds of the
City and, as a result, may adversely affect the City’s ability to make Base Rental Payments.

The 2002 Bonds are Subject to Certain Restrictions on Resale and Rights of First Refusal In Favor Of and
the Exercise of Certain Call Options by the Underwriter

Resales and transfers of the 2002 Bonds are subject to various restrictions. These restrictions
include limitations on who may be a buyer or transferee and on the minimum denomination of 8 sold or transferred
2002 Bond. 1In addition, the Underwriter will retain a right of first refusal on all resales or transfers of the 2002
Bonds by investors. As a result, investors may be limited in their ability to sell or transfer the 2002 Bonds. Such
restrictions may also impact the sale price or transfer price of the 2002 Bonds. For additional information, see
“PLAN OF DISTRIBUTION" and APPENDIX J—FORM OF INVESTOR REPRESENTATION LETTER.

In addition, if any of the 2002 Bonds, the Indenture or the Ballpark Facility Lease is held to be
void or invalid by a final decision of a court of last resort in any of the Ballpark Litigation (as defined and described
in “LITIGATION—Litigation Involving the Ballpark Project™), the Underwriter (at the direction of the City and
with funds provided by the City) may call the 2002 Bonds from investors, provided that, among other things, such
call must be exercised on not less than 30 days nor more than 60 days notice by the Underwriter to record holders
and must be effective as of a date that is not more than 270 days following the date of entry of such final decision.
If the 2002 Bonds are called by the Underwriter, investors will bear the risk of any then-available reinvestment
opportunitics. For additional information, see “PLAN OF DISTRIBUTION” and APPENDIX J—FORM OF
INVESTOR REPRESENTATION LETTER.

Ballpark Project Funding and Completion Risks
The City’s obligation to pay approximately 64.7% of the Base Rental Payments is contingent upon
the completion of the Ballpark Facility. Thus, any delays in the completion of the Ballpark Facility could have an

adverse effect on the funds available for payment of debt service on the 2002 Bonds. Numcrou§ factor:s,. including,
but not limited to, discovery of unforeseen site conditions, such as hazardous waste or soil conditions, work
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stoppages, legal challenges, prolonged eminent domain proceedings, significant changes in the scope of the Ballpark
Project or financial difficulties of contractors, could significantly delay or prevent completion of the Ballpark
Project.

i Prior to the substantial completion of the Ballpark Facility, a portion of the interest payable for the
first 30 months from the date of issuance of the 2002 Bonds will be funded by the proceeds of the 2002 Bonds (with
the balance being paid from Base Rental Payments payable under the Ballpark Facility Lease). See .also “'I‘I:IE
BALLPARK PROJECT--Balipark Facility—Ballpark Facility Design/Build Contract” for information
regarding the availability of insurance payments equal to the daily curvent interest accrued on the 2002 !30_nds for up
to 184 days of current interest, if, as the result of any negligence or intentionally harmful act or omission by the
contractor, substantial completion of the Ballpark Facility is delayed beyond a date that is 4 months a{ld 60 days
after the currently expected Substantial Completion Date (as defined herein) of 24 months after the closgng date of
the issuance and sale of the 2002 Bonds (subject to extension in the case of force majeure and subject to the
requirement that PCL shall have fully utilized its contingency allocation in endeavoring to meet the timely
performance of its contractual obligations and shall have mitigated losses incurred as a result of any ncgligent. or
intentionally harmful act or omission by a licensed general contractor .under such a design/build construction
contract). Amounts payable under the policy are reduced by any liquidated damages paid to PCL by SDBB,
whether or not paid by PCL to the Trustee. .

PCL has a similar obligation to pay Liquidated Damages (as defined herein), which obligation
may be offset by payment of the insurance. This amount would be sufficient to cover approximately 6 rponths of
interest on the 2002 Bonds. In addition, PCL is expected to obtain “delay in startup” business income insurance
under which, if physical damage or destruction to the Ballpark occurs during construction from a covered perii and
delays are encountered to reconstruct, there will be available “soft costs” insurance up to $100.0 million; up to ?he
first $38.25 million of such amount will go to the Trustee to pay the interest that accrues on the 2002 Bonds during
any delay in substantial completion of the Ballpark Facility beyond 730 days after the date of the first notice to
proceed issued by the City after January 1, 2002 (the “Substantial Completion Date”) (with a fifteen day waiting
period, except for the perif of earthquake, for which the waiting period is thirty days) due to casualty and other perils
covered by the policy, the principal ones of which are fire and earthquake. However, the amount available for soft
costs coverage for delays resulting from earthquake damage during construction, as well as the amount available for
reconstruction, in the aggregate is only $100.0 million, and any soft costs amount available will be used first to pay
up to $38.25 million in interest payments on the 2002 Bonds. The policy is a standard builder’s all-risk policy for
the Ballpark Facility and certain parts of the Ancitlary Development (as defined herein) known as “East Village

Square.” To the extent insurance is available under both policies, payment under the business income insurance of a
“delay in startup™ nature will occur first,

The insurance coverage, however, may be limited, depending on the reason and scope of delay.
For additional information regarding the availability of insurance for the Ballpark Project, sec “BALLPARK
PROJECT INSURANCE AND COMPLETION GUARANTEES—Insurance Available for Completion of the
Ballpark Project—lInsurance on Design, Construction and Timely Completion of the Ballpark Facility."

Funding Risks

As described in “PLAN OF FINANCE FOR THE BALLPARK PROJECT,” each of the City,
the Padres, the Redevelopment Agency, and subject to the approval of the Executive Officer of the State Lands’
Commission, the District has an obligation to fund certain portions of the total Ballpark Project. The inability of: any
of the parties to finance its contribution could significantly delay or prevent the completion of the Ba!lpark Pro;ct;t.
Specifically, the City does not have specific information on the means by which the District will finance its
commitment or of its ability to do so. The City and Redevelopment Agency have funds available, if necessary, 1o
replace the District’s commitment. Based on financial and certain other information provided by the Padres, w1thput
the infusion of capital or borrowing proceeds, the Padres will not be able to fund their remaining Ballpark Project
financial obligations or land acquisition or infrastructure cost overrun obligations; and there are no current
commitments by partners of the Padres to fund capital contributions necessary to fulfill the Padres’ obligations. The
Padres have also advised the City they are still seeking funding commitments, part.of the proceeds of which th_c
Padres would use for their Ballpark Facility funding commitment. In the event the Padres are unable to fund their
commitment or obtain interim funding, such inability could have an adverse impact on the completion of the
Ballpark Project. The MLB Commitment would be available to fund up to $45.8 million of the Padres funding
commitment for the Balipark Facility but would not be sufficient to cover cost overruns payable by the Padres over



the current estimated amount of $294.1 million," nor would the MLB Commitment cover any amounts dqe -ﬁ'om the
Padres for land acquisition or infrastructure cost overruns (currently estimated to be approximately $7.1 million).

Acquisition of Land

As of January 15, 2002, approximately $85.0 million (of which $72.8 million has been spcnt.by
the Redevelopment Agency) has been spent for parcels that have been acquired or are in the process of being
acquired or condemned for the Ballpark Project. The estimated cost for acquiring the remainder of the land and the
estimated amount for related litigation and consultants’ costs aggregate $22.1 million, but in some instances may
change based upon valuations which may be established in pending or future condemnation proceedings. See “THE
BALLPARK PROJECT—Land Acquisition Program™ for information regarding the land acquired and to be
acquired by the Redevelopment Agency.

The current estimate of land acquisition costs is approximately $107.1 million. Under the
Implementation Agreement, the Padres are solely responsible for land acquisition costs above $100.0 million up to a
maximum total of $110.0 million. If land acquisition costs exceed $110.0 million, the Padres and the
Redevelopment Agency are each required to pay 50% of additional land acquisition costs up to a maximum total of
$130.0 million. While the Redevelopment Agency believes it has sufficient funds to cover such costs, the inability
of the Padres or the Redevelopment Agency to fund such costs could significantly delay or prevent completion of
the Ballpark Project. Based on financial and certain other information provided by the Padres, without the inf\fsion
of capital or borrowing proceeds, the Padres will not be able to fund their remaining land acquisition obligations;
there are no current commitments by partners of the Padres to fund capital contributions necessary to fulfill the
Padres’ obligations; and the Padres have not obtained commitments for their contemplated borrowings. Neither the
City nor the Authority can make any prediction as to the ability of the Padres to obtain such borrowings.

Guaranteed Maximum Cost of the Budgeted Amount Under the Ballpark Facility Design/Build
Construction Contract Does Not Include Certain Recommencement Costs and Delays in
Recommencement of Construction Could Increase Costs

SDBB had committed to a guaranteed maximum cost with regard to components of the Ballga_rk
Facility comprising all of the current Ballpark Facility construction estimate under the Ballpark Facn!lty
Design/Build Construction Contract. Although SDBB has provided a guaranteed maximum cost of $233.4 million
for the actual construction of the Ballpark, such amount does not include adjustments for certain suspension costs or.
price escalations accruing after October 1, 2001. An allowance for these costs and price escalations through
February 13, 2002 is included in the $294.1 million Ballpark Facility estimate by the deduction of up to $3.0 million
in contractually permissible, discretionary deductible items. The Padres have advised the City that costs associated
with the delays in recommencement beyond February 13, 2002 could result in cost increases for the Ballpark
Facility at the rate of approximately $1.0 million or more a month for approximately 64% of the subcontracted work
and cost increases for the balance of the subcontracted work that, while anticipated to be modest initially, could also
increase significantly if such delays are substantial. There can be no assurance that the final costs of the Ballpark
Facility will not exceed the current Ballpark Facility estimate of $294.1 million, especially if recommencement is
delayed substantially beyond February 13, 2002, See “THE BALLPARK PROJECT—Ballpark Facility—
Ballpark Facility Design/Build Contract” for information regarding potential increases in the cost of the Ballpark
Facility due to delays in the recommencement of construction. Although the Padres are responsible for any increase
in the cost of development of the Ballpark Facility over the current Ballpark Facility estimate of $294.1 million
(except those increases in cost associated with change orders requested by the City), if the Padres are unable to fund
any such cost overruns, the development and completion of the Ballpark Project may be delayed significantly and
otherwise adversely impacted.

* See “THE BALLPARK PROJECT—Ballpark Facility—Ballpark Facility Design/Build Cantractf' for
information regarding potential increases in the cost of construction of the Ballpark Facility due to delays in the
recommencement of construction.
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Guaranteed Maximum Price Has Not Been Established For a Portion of the Budgeted Amount
Jor the Infrastructure Work

Although a guarantced maximum price has been established under the Ballpark Infrastructure
Design/Build Agreement, it does not cover $3.3 million of the Infrastructure budget which is outside the scope of
the Ballpark Infrastructure Design/Build Agreement, and certain portions of the Infrastructure Work are anticipated
to be shifted from the scope of the Ballpark Infrastructure Design/Build Agreement which would result in the loss of
the guaranteed maximum price for such work. Under the Implementation Agreement, the Padres have agreed to pay
up to $500,000 in additional infrastructure costs, if the infrastructure budget is exceeded. If the cost for such work
exceeds the budgeted amount, including the additional $500,000 paid by the Padres, the City (subject to its $225.0
million overall maximum contribution to the Ballpark Project), the Redevelopment Agency, the CCDC and the
Padres must endeavor cooperatively to locate additional funding. Should such event occur, the inability of the
parties to find additional funding could delay or prevent the completion of the Ballpark Project. See “Funding
Risks” for information regarding the funding risks. For additional information regarding the Infrastructure Work,
sec “THE BALLPARK PROJECT—Infrastructure Work. "

Parking

The Final Subsequent Environmental Impact Report for the Ballpark Project and Ancillary
Development (the “FSEIR™) requires that 2,383 new parking spaces be provided for Major League Baseball games
played at the Ballpark Facility. If the 2,383 required spaces are not provided, an additional significant impact could
result that would require further environmental review and mitigation to allow the Ballpark Facility to operate,
which could potentially delay the opening of the Ballpark Facility. The City, CCDC, and the Padres are working
together to identify and offer adequate parking to meet the requirements of the FSEIR and ta coordinate that parking
with what will be provided for use by the Ancillary Development projects. If the 2,383 new parking spaces are not

provided, Base Rental Payments pursuant to the Ballpark Facility Lease may be subject to abatement as described in
“Abatement.”

Litigation Affecting the Ballpark Project Could Cause Further Delays in Completion

There has been substantial fitigation brought against the City and the Redevelopment Agency (as
well as the District), relating to the Ballpark Project, In addition, the City has brought actions of its own, one fo
prevent an initiative ballot measure seeking to terminate the City’s obligations under the MOU and the other to
validate certain ratifying actions taken by the City Council relating to the Ballpark Project. Litigation brought
against the City and the Redevelopment Agency for the most part has been brought on behalf of specific plaintiffs
by a single attomey (exclusive of litigation brought against the District, and in which the City is now a defendant, or
which involved the adequacy of the FSEIR). This litigation has substantially delayed the issuance of the 2002
Bonds and the full funding of the City’s investment in the Ballpark Project.

Exclusive of the condemnation proceedings (dealing solely with valuation) initiated by the
Redevelopment Agency, a total of 16 separate lawsuits have been filed against the City (13 such suits) or by the City
or Redevelopment Agency (three such suits). All of the cases that have gone to trial have been decided in favor of
the City or Redevelopment Agency with two of such cases still on appeal, one case subject to appeal and one case
awaiting trial. For additional information regarding the issues raised in the litigation relating to the Ballpark Project,
see “LITIGATION—Litigation Involving the Ballpark Project,” APPENDIX F—ORRICK, HERRINGTON
& SUTCLIFFE LLP LEGAL ANALYSES AND OPINIONS and APPENDIX I—FORM OF CO-BOND
COUNSEL QUALIFIED OPINION,

In a letter dated September 20, 2001, the attorncy who brought a significant number of the
lawsuits relating to the Ballpark Project threatened taking future actions pertaining to the Ballpark Project. It is
uncertain what the nature or form of any such action would be, if any, or what effects any such action might have on
the completion of the Ballpark Project, In a letter dated January 7, 2002, the same attomey questioned whether the
City was obligated to make payments to the Bond Insurer if the Bond Insurer were making debt service payments on
the 2002 Bonds, implying that such payments by the City may be illegal. As was found in the Simmons case, no
such obligation existed, For additional information, see “LITIGATION-—Litigation Involving the Ballpark
Project—Simmons v. City of San Diego, et al™ The Padres have informed the City that, on January 8, 2002, the
Padres filed a complaint for malicious prosecution against the same attomey, alleging that such attorney acted
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maliciously in bringing numerous claims against the Padres, that several of the claims filed by the attorney were not
supported by any facts indicating that the claims were tenable and that the attorney’s true motivation for bringing the
claims was to improperly derail or delay the Ballpark Project, and seeking relief for damages incurred in the form of
litigation costs and attorney’s fees, as well as punitive damages. According to the Padres, an amended complaint
was filed on February 5, 2002 (adding similar allegations regarding the Other Allegations in Simmons) and served
on or about February 6, 2002. There can be no assurance that the Padres’ complaint will not be further amended or
that any other action will not be taken, nor can any prediction be made as to the outcome of the litigation.

There is also litigation pending against the District and the City and currently awaiting a trial on
the merits, which seeks to prevent the District from utilizing its funds to purchase and to prevent the City from
conveying, the Surface Parking Lots. Other litigation may occur. If the District is not permitted to purchase the
Surface Parking Lots for $21.0 million, the City (subject to the City’s $225.0 million overall maximum contribution
to the Ballpark Project) and the Redevelopment Agency will purchase and develop the Surface Parking Lots and
may scale back on expected improvement costs. The City Council has authorized such amount for expenditure up to
$19.1 million (subject to the City's $225.0 million overall maximum contribution to the Ballpark Project), with the
balance having been authorized for expenditure by the Redevelopment Agency.

Should any pending litigation be decided adversely against the City or should there be any further
litigation directly or indirectly to prevent the City from using funds toward the Ballpark Facility after the 2002
Bonds are issued, the completion of the Ballpark Facility could be delayed or prevented. A portion of the current
interest payable on the 2002 Bonds for up to approximately the first 30 months from the date of issuance of the 2002
Bonds will be funded by the proceeds of the 2002 Bonds (with the balance being paid from Base Rental Payments
under the Ballpark Facility Lease). Should litigation prevent the completion. of the Ballpark Facility within this 30-
month capitalized interest period, the City would only be under a duty to pay 35.3% of the Base Rental Payments
under the Ballpark Facility Lease until it had substantial use and occupancy of the Ballpark Facility. However,
should litigation declare the Ballpark Facility Lease invalid, the City would have no duty to make any Base Rental
Payments. No prediction can be made as to the nature of any future litigation or the outcome thereof.

In the event the Ballpark Litigation (as defined and described in “LITIGATION—Litigation
Involving the Ballpark Project”) is decided in favor of the City, the Ballpark Facility may be eligible for a tax-
exempt refunding and, if a tax-exempt refunding is then available and economic, it is expected the City would
consider defeasing and redeeming the 2002 Bonds at the earliest possible date. The 2002 Bonds are subject to an
optional call, at par plus accrued interest, but with no premium, on or after February 15, 2005. For additional
* information, see “THE 2002 BONDS—Redemption Provisions—Optional Redemption.” See also “PLAN OF
DISTRIBUTION" for information regarding a call right in favor of the Underwriter with respect to the 2002 Bonds
if the Ballpark Litigation is decided against the validity of the 2002 Bonds, the Indenture or Bal Ipark Facility Lease.

Seismic Risks and Other Events of Force Majeure

The Ballpark Project is located within a seismically active area, and damage from an earthquake
can range from total destruction of the Ballpark Project, to destabilization or liquefaction of the soils, to little or no
damage at all. PCL has obtained carthquake insurance for the Ballpark Facility and the East Village Square for
coverage up to $100.0 million anaual aggregate during the construction of the Ballpark Facility. There is no
guarantee that such insurance will fully cover any loss resulting from a seismic activity during the construction of
the Ballpark Facility. In addition, the City is not required to maintain earthquake coverage pursuant to the terms of
the Ballpark Facility Lease and it is therefore expected that the Padres will not be required to maintain such
insurance under the Joint Use and Management Agrecment,

Construction and operation of the Ballpark Project are also at risk from other events of force
majeure, such as damaging storms, winds and floods, tsunamis, fires and explosions, strikes and lockouts (but
excluding strikes or lockouts affecting Major League Baseball), sabotage, wars, blockades, riots and spills of
hazardous substances, among other events. Construction and operations may also be stopped or delayed from non-

casualty events such as discovery of archacological artifacts, changes in law, revocation or revision of permits, and
litigation, among other things.

Depending upon the nature and scope of military activities in which the United States becomes
involved in response to the Attacks and responses thereto, it is possible that the completion of the Ballpark Facility
could be delayed due to the availability of qualified labor or materials. Although it cannot be determined which, if
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any, adverse effects may occur, all of the steel for the Ballpark Facility has been purchased and is on site and miost
of the remaining structural materials are believed to be available within the United States. While certain fagade
treatments of the Ballpark Facility are being sought from at least one Asian country, should the same be unavailable,
a substitute material could be utilized.

As described in “Ballpark Project Funding and Completion Risks” and “BALLI’I.ARK
PROJECT INSURANCE AND COMPLETION GUARANTEES,” capitalized interest is expected to provide a
portion of the current interest payments for only up to approximately 30 months (with Base Rental Payments under
the Ballpark Facility Lease funding the balance) and insurance policies may only provide limited additional funds
for debt service on the 2002 Bonds and then only in limited circumstances. Also, availability of the insurance may
be limited depending on the reason and scope of delay.

Limited Obligations

The Base Rental Payments are payable from the general funds of the City. Neither the 2002
Bonds nor the obligation of the City to make Base Rental Payments under the Ballpark Facility Lease constitqtes an
obligation of the City for which the City is obligated to levy or pledge any form of taxation or for which the City has
levied or pledged any form of taxation. The Authority has no taxing power. Neither the 2002 Bonds nor the
obligation of the City to make such Base Rental Payments constitutes an indebtedness of the City, the State of

California, or any political subdivision thereof, within the meaning of any constitutional or statutory debt limitation
or restriction.

Limited Recourse Upon Default; No Acceleration of Base Rental

Failure by the City to make Base Rental Payments or other payments required to be made under
the Ballpark Facility Lease, or failure by the City to comply with any other terms, covenants or conditions contained
in the Ballpark Facility Lease or Indenture for a period of 30 days after written notice of such failure has becn-givcn
by the Authority or the Trustee, constitutes an Event of Default under the Ballpark Facility Lease and permits the
Authority or the Trustee to pursue any and all remedies available under the terms of the Ballpark Facility Lease. In
the Event of a Default, notwithstanding anything in the Ballpark Facility Lease or in the Indenture to the contrary,
THERE SHALL BE NO RIGHT UNDER ANY CIRCUMSTANCES TO ACCELERATE THE BASE RENTAL
PAYMENTS OR OTHERWISE DECLARE ANY BASE RENTAL PAYMENTS NOT THEN IN DEFAULT TO
BE IMMEDIATELY DUE AND PAYABLE, NOR SHALL THE AUTHORITY OR THE TRUSTEE HAVE ANY
RIGHT TO REENTER OR RELET THE LEASED PROPERTY.

The enforcement of any remedies provided in the Ballpark Facility Lease and the Indenture coqld
prove both expensive and time consuming. If the City defaults on its obligation to make Base Rental Payments with
respect to the Leased Property, the Authority or the Trustee may commence an action to recover any unpaid Base
Rental Payments and enforce, by writ of mandate, any other term or provision of the Ballpark Facility Lease. There
is no remedy of acceleration of the total Base Rental Payments due over the term of the Ballpark Facility Lease, and
the Trustee would be required to seck a separate Jjudgment each year for that year’s defaulted Base Rental Payments.

The enforceability of the rights and remedies of the registered owners of the 2002 Bonds and the
obligations incurred by the City are also subject to the following: Title 11 of the United States Cod? (the
“Bankruptcy Code™) and applicable bankruptcy, insolvency, reorganization, moratorium or similar laws relating to
or affecting the enforcement of creditors’ rights generally, now or hereafier in effect; equity principles which may
limit the specific enforcement under State law of certain remedies; the excrcise by the United States of the powers
delegated to it by the Federal Constitution; and the reasonable and necessary exercise, in certain exceptional
situations, of the police power inherent in the sovereignty of the State of Califomia and its governmental bodies in
the interest of serving a significant and legitimate public purpose. Bankruptcy proceedings, or the exercise of
powers by the Federal or State govemment, if initiated, could subject the registered owners of the 2002 Bonds to
judicial discretion and interpretation of their rights in bankruptcy or otherwise, and consequently entail risks of
delay, limitation, or modification of the principal legal documents or their rights.

Limited Insurance Coverage

The Ballpark Facility Lease obligates the City to keep in force insurance against the loss and use
of the Ballpark Facility as a result of damage to the Leased Property caused by fire, lightning, vandalism, sprinkler
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system leakage, and boiler loss; there is no fequirement to maintain earthquake insurance. The Ballpark F'a_cility
Lease also obligates the City to keep in force insurance against loss of use and occupancy of the Ballpark Facility as
a result of any such damage for up to two years,

The City and the Authority make no representation as to the ability of any insurer to fulfill its
obligations under any insurance policy obtained pursuant to the Ballpark Facility Lease and no assurance can be
given as to the adequacy of any such insurance to fund necessary repairs or replacement or to pay principal of and
interest on the 2002 Bonds when due. In addition, certain insurance may not be available for the Leased Property,
and even if available, certain risks may not always be covered. For additional information regarding insurance on
the Ballpark Project, see “BALLPARK PROJECT INSURANCE AND COMPLETION GUARANTEES.”

Bankruptcy Risks

The City is a unit of state government and therefore is not subject to the involuntary procedures of
the Bankruptcy Code. However, pursuant to Chapter 9 of the Bankruptcy Code, the City may seck voluntary
protection from.its creditors for purposes of adjusting its debts. In the event the City were to become a debtor under
the Bankruptcy Code, the City would be entitled to all of the protective provisions of the Bankn.lpwy Cosk? as
applicable in a Chapter 9 proceeding and an owner of a-2002 Bond would be treated as a creditor in a muplclpal
bankruptcy. Among the adverse effects of such a bankruptcy might be: (i) the application of the automatic stay
provisions of the Bankruptcy Code, which, until relief is granted, would prevent collection of payments from .the
City or the commencement of any judicial or other action for the purposes of recovering or collecting a clam3 against
the City; (ii) the avoidance of preferential transfers occurring during the relevant period prior to the ﬁll_ng' of a
bankruptcy petition; (iii) the occurrence of unsecured or court-approved secured debt which may have a priority of
payment superior to that of registered owners of 2002 Bonds; and (iv) the possibility of the adoption of a plan for the
adjustment of the City’s debt without the consent of all of the registered owners of 2002 Bonds, which plan may
restructure, delay, compromise, or reduce the amount of the claim of the registered owners if the Bankngp.tcy Court
finds that such a plan is fair and equitable. In addition, the Bankruptcy Code might invalidate any provision of the
Ballpark Facility Lease or the 2002 Bonds that makes the bankruptcy or insolvency of the City an Event of Default.

General Funds/Base Rentat Payments

Base Rental Payments are to be paid by the City from any and all general funds legally available
to the City. In the event the City’s revenue sources are less than its total Base Rental and other obligations, the City
could choose to fund other municipal services before making Base Rental Payments, Should such a failure occur, it
Wwould be an Event of Default under the Ballpark Facility Lease and the Trustee could pursue available remedies.
The same result could occur if, because of State Constitutional limits on expenditures, the City is not penmucq to
appropriate and spend all of its available revenues. The City’s appropriations currently do not exceed the lin}itatlon
on appropriations under Article XIII B of the California Constitution. For additional information regarding the

City’s limitation on appropriations, see APPENDIX A—THE CITY OF SAN DIEGO—Limitations on Taxes
and Appropriations.

There are no legal limitations on the ability of the City to enter into other obligations that may
constitute additional charges against its general funds. To the extent that additional obligations are ineurm'i by the
City, the general funds available to make Base Rental Payments may be decreased. The City is currently liable on
other obligations payable from its general funds and may incur additional obligations payable from its general funds.
For additional information regarding the City’s other obligations, scc APPENDIX A—THE CITY OF SAN
DIEGO—Bonded and Other [ndebtedness.

Abatement

Base Rental Payments may be abated in accordance with the Ballpark Facility Lease if there is
substantial interference with the City’s use and possession of any portion of the Leased Property due to damage,
destruction, title defect, or condemnation. The amount of abatement shali be such that the resulting Base Rental
Payments represent fair consideration for the use and possession of the remaining portions of the Leased Propcny as
to which such damage, destruction, title defect or condemnation do not substantially interfere with the use and right
of possession by the City. Such abatement shall continue for the period commencing with the date of the subst_antlal
interference due to damage, destruction, title defect or condemnation and ending with the substantial comple.tlon of
the work of repair or replacement of the portions of the Leased Property so damaged, destroyed, defective, or
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condemned. Such reduced or abated*Base Rental Paymeuts, together with other monies available to the Trustee,
may not be sufficient, after exhaustion of applicable use and occupancy insurance proceeds and depletion of
amounts in the Reserve Account and in the Interest and Principal Accounts of the Bond Fund, to pay principal of
and interest on the 2002 Bonds in full or in a timely manner. The failure of the City to make Base Rental Payments
because of an abatement would not, under such circumstances, constitute a default under the Ballpark Facility Lease.

Under the Ballpark Facility Lease, the City must maintain use and occupancy insurance coverage
in an amount sufficient to make Base Rental Payments for a period of at least twenty-four months during which the
use of the Leased Property is interrupted as a result of any of the hazards covered by the fire, lightning, and extended
coverage insurance (which is expected to exclude earthquake coverage) which the City is required to maintain.
Such insurance shall be maintained throughout the term of the Ballpark Facility Lease. There can be no assurance
that in the event of such interruption any amounts will be payable pursuant to such insurance or will be adequate to
cover Base Rental Payments abated or reduced during the period of interruption.

The Ballpark Facility Lease requires the City to apply casualty insurance proceeds to repair,
reconstruct, or replace the Leased Property if 1o do so would fully restore the Leased Property. In the event that the
casualty insurance proceeds are not sufficient to fully restore the Leased Property, the City may elect, but is not
required, to budget and appropriate additional funds and fully restore the Leascd Property, subject to complying with
any applicable law or voter requirements. If the City does not make such election and the available casualty
proceeds are at least sufficient to redeem all of the Outstanding 2002 Bonds, at par plus accrued interest, then the
proceeds shall be used for that purpose. In the event the proceeds are not so sufficient, the City may elect, but is not
required, to budget and appropriate additional funds so that the available casualty proceeds and such additional
funds are sufficient to redeem all of the Outstanding 2002 Bonds at par plus accrued interest, in which case the same
shall be used for this purpose. Further, the Ballpark Facility Lease provides that if there are not sufficient Net
Proceeds received from casualty insurance 5o as to redeem all of the Outstanding 2002 Bonds and the City elects not
to budget and appropriate additional funds necessary to redeem all of the Outstanding 2002 Bonds, then such
proceeds will be used to repair, reconstruct, or replace the Leased Property. For additional information regarding
the Ballpark Facility Lease and insurance available for the Ballpark Project, see “BALLPARK PROJECT
INSURANCE AND COMPLETION GUARANTEES” and APPENDIX C—SUMMARY OF PRINCIPAL
LEGAL DOCUMENTS—Balipark Facility Lease.

The amount of Net Proceeds received from an award in condemnation or payment under a title
insurance policy will depend upon the extent of the condemnation of, or title defects relating to, the Leased Property.
If any portion of the Leased Property has been affected by condemnation or a title defect which will result in an
abatement of Base Rental Payments payable by the City under the Ballpark Facility Lease, then the Trustee shall use
Net Proceeds available from condemnation or any policy of title insurance to redeem Outstanding 2002 Bonds.

Proposition 62

For a discussion of the potential impact of the Proposition 62 decision on the City’s finances, see
APPENDIX A—THE CITY OF SAN DIEGO—Municipal Government and Financial Information.

Proposition 218

On November 5, 1996, the voters of the State approved an initiative to amend the California
Constitution known as the Right to Vote on Taxes Act (“Proposition 218"). Proposition 218 requires voter approval
of general or special taxes imposed by the City, and subjects local taxes, assessments, fees and charges to the
possibility of reduction or repeal through the initiative power. For a discussion of the potential impact of
Proposition 218 on the City’s finances, sce APPENDIX A—THE CITY OF SAN DIEGO—Municipal
Government and Financial Information.

Other Financial Matters

Due to recent economic downturns in the State of California and the United States and the
consequences of the Attacks and responses thereto, it is possible that the general revenues of the City will decline,
particularly those based on tourism and conventions. Due to the slowing economy, prior to the Attacks, for the first
two months of the current fiscal year ended August 31, 2001, TOT revenues were down by approximately 6% from
the same period in the prior fiscal year. Due to the Attacks and the continuing downturn in the economy, TOT
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revenues for the first five months (ending November 30, 2001) were down by approximately 13.5% from the same
period of the prior fiscal year. Sales Tax revenues to the City for the first six months (ended December 31, 2001) of
the current fiscal year were approximately 1% above the Sales Tax revenues received for the same period of the
prior fiscal year, Through the first six apportionments (ended January 16, 2002) of Fiscal Year 2002, Property Tax
revenues received by the City were up approximately 7% from the same period_in the prior fiscal year. Motor
Vehicle License Fee revenues to the City for the first six months (ended December 31, 2001) of the current fiscal
year were approximately 5% above the Motor Vehicle License Fee revenues received for the same period of the
prior fiscal year. It is anticipated that the City Manager will present a report on the City's Fiscal Year 2002 financiat
status to the City Council during February 2002. This report will include an update on revenues and the impact of
current economic conditions. However, at present, the magnitude of the TOT revision is unknown. See
“PRINCIPAL PARTICIPANTS IN THE DEVELOPMENT OF THE BALLPARK PROJECT—The City”
for information regarding newspaper articles describing events suggesting the reduction of tourism in the City since
the Attacks. Furthérmore, if the opening of the largest of the three hotel projects to be built by an affiliate of the
Padres is delayed beyond April 1, 2004, the City will be relying upon an unsecured obligation of John Moores (the
principal owner of the Padres) and the Padres to pay to the City “in lieu” payments for a portion of the expected (but
not received) TOT revenues. For additional information, see “THE REDEVELOPMENT PROJECT—Hotels.”
Certain other financial matters may have a detrimental impact on the City’s general funds, and, accordingly, may
reduce the City’s ability to make Base Rental Payments. See “LITIGATION—Litigation Potentially Adversely
Affecting the General Funds of the City” for information regarding pending litigation which could adversely
affect the City’s general funds. See APPENDIX A—THE CITY OF SAN DIEGO—Municipal Government
and Financial Information—Fiscal Year 2000 and Vehicle License Fee Reduction for information on the loss of
vehicle license fee revenue by the City; APPENDIX A—LIMITATIONS ON TAXES AND
APPROPRIATIONS—Article XIIIA of the California Constitution for information regarding pending litigation
in another County in California which could have possible adverse effects on the amount of property tax revenues
available to the City; and APPENDIX A—THE CITY OF SAN DIEGO—Bonded And Other Indebtedness—
Proposed Additional General Fund Lease Commitments for information on the possible incurrence by the City
of additional financial obligations payable from the general funds on a parity with Base Rental Payments,

THE BALLPARK PROJECT

The Ballpark Project consists -of the Ballpark Fagility, the acquisition of certain land for the
Ballpark Facility and other related land acquisitions, improvements and infrastructure. The Ballpark Facility will
occupy approximately 18 acres in the East Village neighborhood of downtown San Diego, bordered by J Street on
the north, 7th Avenue on the west, 10th Avenue on the east, Park Boulevard on the south, and a frontage road along

the railroad tracks between Park Boulevard and 7th Avenue. The following discussion describes certain components
of the Ballpark Project.

The origins of the Ballpark Project can be found in the MOU, which was executed by the City,
upon direction given by the voters through the adoption of *“Proposition C* in November 1998. The MOU in broad
terms set parameters for the nature and scope of the project and imposed certain financial commitment limits, only
some of which could be modified, In City v. Dunkl and Zoebisch v, Abdelnour, a California Court of Appeal found
that the agreements implementing the MOU, such as the Implementation Agreement, were administrative acts and
therefore not subject to voter initiative or voter referendum, and that the only legislative act was the MOU, which
was approved by the voters.

Since the approval by the voters, there have been a number of changes or modifications to the
rights and obligations of the partics set forth in the MOU. By virtue of increases in the construction costs, the
estimated cost for the design and construction of the Ballpark Facility (which increase, the MOU requires the Padres
to pay) has been increased from $267.5 million to $294.1 million” and may increase further. As a consequence of
the terms of the Implementation Agreement and the Second Implementation Agreement, the total of the estimate for
the Infrastructure Work (the “Infrastructure Estimate”) is $51.3 million. The current total estimate for land
acquisition costs (the “Land Acquisition Estimate™) has increased from $100.0 million to $107.1 million. Initially,
under the MOU, the Redevelopment Agency was to invest up to $50.0 million in the Ballpark Project. This
investment has been previously increased to $61.0 million, and has been increased further to an aggregate $76.4
million by action of the City Council and the Redevelopment Agency taken on November 20, 2001 to increase the

* See “Ballpark Facility Design/Build Contract” for information regarding potential increases in the cost of
construction of the Ballpark Facility due to delays in the recommencement of construction.
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Redevelopment Agency’s investment. This does not include an additional $8.5 million approved by the
Redevelopment Agency board in November 2001 for use related to the Ballpark Project. For additional information
regarding the sources of funds from the Redevelopment Agency for the Ballpark Project, see Footnote 2 to the Table
under the caption “PLAN OF FINANCE FOR THE BALLPARK PROJECT—Sources and Uses of -Ballpark
Project Funds.” Furthermore, the City's financing plan no longer contemplates reliance to pay debt service on the
building of a convention center expansion “headquarters hotel” referred to in the MOU and its generation of TOT. -
In addition, the original obligation under the MOU of the City to purchase certain lands and develop the P1 Parking
Garage has been modified pursuant to the Implementation Agreement such that the City will purchase or cause to lgc
purchased the land for the P1 Parking Garage, which the City will lease to the Padres and on which the Padres will
be required to build the P1 Parking Garage. In addition, it is contemplated that in the near future, the City Council-
will consider an amendment to the Implementation Agreement, which would further require the Padres (rather than
the City) to purchase the land and construct the P1 Parking Garage. The expiry date of the MOU has been extended
on a number of occasions with the current extension set to expire on February 19, 2002. Upon satisfaction of the
conditions subsequent in the MOU, including those related to the City's funding obligation, the MOU is extended by
its terms to the final maturity of the 2002 Bonds.

Pursuant to the MOU, the City Council may agree to amend or modify the MOU without a vote of
the electorate only if the amendments or modifications do not materially (i) decrease the rights or increase the
obligations of the City; (ii) increase the financial commitments of the City; or (jii) decrease revenue to the City. In
the opinion of the City Attorney of the City, any changes heretofore made in the rights and obligations of the parties
set forth in the MOU are valid and binding and do not require voter approval, and the City Council has so found.

Ballpark Facility
General

The current Ballpark Facility estimate is $294.1 million”, which includes a guarantced maximum
cost for the construction budget under the Ballpark Facility Design/Build Construction Contract of $233.4 million.
See “RISK FACTORS - Ballpark Project Funding and Completious Risks — Guaranteed Maximum Cost of
the Budgeted Amount Under the Ballpark Facility Design/Build Construction Contract Does Not Include Certain
Recommencement Costs and Delays in Recommencement of Construction’ Could Increase Costs” for a discussion
of the impact of the current delay (and possible future delays) in recommencement on such guaranteed maximum
cost. The design for the Ballpark Facility, which includes all working drawings, is completed and is included in the 33
Ballpark Facility Design/Build Construction Contract. The Ballpark is designed as a steel and concrete structure
designed to fit into the general design of other nearby San Diego structures. The Ballpark Facility will have
capacity for 46,000 spectators, with 42,000 fixed seats. The Ballpark Facility will have 60 to 63 luxury suites and
player and fan amenities consistent with other newly constructed major league baseball parks. The Park, which will
be located immediately adjacent to the Ballpark’s center field, will be open to the public when there is not an event
taking place and will be surrounded by new retail, office and, potentially, residential development.

Construction of the Ballpark Facility began in May 2000 and was suspended in October 2000 due
to certain outstanding litigation refated to the Balipark Project. It is anticipated that the Ballpark Facility
construction will recommence shortly after receipt by the City of the proceeds from the 2002 Bonds.

HOK Sport of Kansas City (“HOK") is the executive architect of the Ballpark Facility. HOK has
been involved in more than 500 projects dedicated solely to sports architecture. The Major League Baseball parks

designed by HOK include Comerica Park in Detroit, Michigan, Enron Field in Houston, Texas, and Pacific Bell
Park in San Francisco, California,

Ballpark Facility Design/Build Contract

The City, acting exclusively by and through PCL, as its procurement consultant, (the City, in such
capacity is referred to as the “Principal”), has entered into the Ballpark Facility Design/Build Contract with SDBB, a
joint venture comprised of Clark Construction Group, Inc., a Maryland corporation, Niclsen Dillingham Builders, a
Nevada corporation, and Douglas E. Bamnhart, Inc., a California corporation,

* See “Ballpark Facility Design/Build Contract” for information regarding potential increases in the cost of
construction of the Ballpark Facility due to delays in the recommencement of construction.

25



PCL has retained Hines Interests Limited Partnership (the “Development Manager”) to act as the
development manager for the construction of the Baflpark Facility. The Development Manager is a real estate
development company with offices in 71 cities and 12 countries. Over the past forty years, the Development
Manager has completed 552 projects totaling 143 million square feet. The Clark Construction Group, Inc. is a
general contracting firm that has completed such sports facility projects as the FedEx Field in Washington, D.C. and
the Oriole Park at Camden Yards in Baltimore, Maryland.

The Ballpark Facility Design/Build Contract requires SDBB to construct the Ballpark Facility
based on working drawings and specifications of the architect selected by PCL. According to the Padres, SDBB had
committed to a guaranteed maximum cost (the “GMC™) with respect to the construction of all components of the
Ballpark Facility for an aggregate amount of $233.4 miltion under the Ballpark Facility Design/Build Contract, but
this amount does not include adjustments for certain suspension costs or price escalations accruing after October 1,
2001, An allowance for these costs through February 13, 2002 is included in the current Ballpark Facility estimate
of $294.1 million. The current Ballpark Facility estimate is based upon the assumption that recommencement of
work on the Ballpark would have occurred on or about January 1, 2002 and includes an estimate of approximately
$1.25 million for certain suspension costs accruing after October 1, 2001 and before January 1, 2002. The Padres,
which are responsible for Ballpark Facility costs in excess of the current Ballpark Facility estimate of $294.1
million, have advised the City that they were able to maintain the Ballpark Facility estimate at $294.1 million for
costs accruing up to February 13, 2002, by the deduction of up to $3.0 million in contractually permissible,
discretionary deductible items. The Padres have advised the City that costs associated with the current delay in
recommencement beyond February 13, 2002 will result in cost increases for the Ballpark Facility at the rate of
approximately $1.0 million or more per month for approximately 64% of the subcontracted work and cost increases
for the balance of the subcontracted work that, while anticipated to be modest initially, could also increase
significantly if such delays are substantial. There can be no assurance that the final costs of the Ballpark Facility
will not exceed the current Ballpark Facility estimate of $294.1 million, especially if recommencement occurs
significantly after February 13, 2002. ’

SDBB has committed in the Ballpark Facility Design/Build Contract to a contractor’s contingency
in an amount equal to $9.75 million, which may be used only for (i) overtime necessary to meet the schedule; (i) the
purchase of items that may have been omitted from SDBB’s awarded sub-contracts, but which nonetheless
constitute the scope of work; and (jii) any other costs as mutually agreed to in writing by the Principal and SDBB.
The amount for these contingencies is included in the current GMC of $233.4 million.

Other components of the current Ballpark Facility estimate of $294.1 million, which are not
included in the GMC, include architecture and engineering fees and reimbursables, non-construction related costs
associated with recommencement of construction, utility connection fees, permits and fees, certain insurance costs, a
certain portion of the fumiture, fixtures, and equipment, project office costs, and project management costs. A
Principal’s construction contingency, which is approximately $6.0 million, and which is outside of the GMC, may
be used by the Principal for a variety of costs, including but not limited to (i) cost increases over the GMC resulting
from delays in construction which are not the result of the contractor’s breach; (ii) scope changes; and (iii) emors
and omissions on the drawings not covered by the Ballpark Facility Design/Build Contract.

To allow certain work to move forward prior to the receipt of proceeds from the 2002 Bonds, the
City, the Padres, and PCL agreed that, at the Padres’ risk, the notice to proceed with on-site construction related
activities (the “Project Site Notice to Proceed”) could be issued prior to the issuance of the 2002 Bonds. The City
issued such Project Site Notice to Proceed in May 2000, and will issue a second Project Site Notice to Proceed upon
the issuance of the 2002 Bonds. Approximately 21.0% of the current Ballpark Facility estimate of $294.1 million
had been spent as of January 15, 2002 on various portions of the Ballpark Facility, including all demolition
activities, all foundation work, some portion of the underground utility work, partial construction of the concrete
struciure, and work relating to the creation of the main seating bowl of the Ballpark.

The expected Substantial Completion Date will be approximately 24 months after the closing of
the sale and issuance of the 2002 Bonds, assuming that a second Project Site Notice to Proceed is issued on such
date. The Substantial Completion Date may be extended if there is a delay caused by (i) failure of the City, the
Development Manager, or PCL to perform any of their respective obligations under the Ballpark Facility
Design/Build Contract (subject to any applicable cure periods) or any intentional or reckless malfeasance by the
Principal or the Principal’s agents or employees or the Principal’s failure to make progress when due (including any
applicable cure periods), or any other activity on the job site by the City, the Development Manager, or PCL which
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delays certain critical paths of the work as described in the Ballpark Facility Design/Build Contract (which does not
include actions of the City acting in its governmental capacity); (ii) unusual and extreme weather; (iii) war or
national conflicts; (iv) fires; (v) floods not caused by SDBB; (vi) civil disturbances; (vii) embargoes; (viii) riot; (ix)
vandalism caused by the City or its separate contractors; (x) sabotage caused by the City or its separate contractors;
(xi) labor disputes; (xii) unavoidable casualties; or (xiii) changes in laws. These types of delays would not be
covered by the Liquidated Damages.

Based on financial and certain other information provided by the Padres, without the infusion .of
capital or borrowing proceeds, the Padres will not be able to fund their remaining Ballpark Project financial
obligations; there are no current commitments by partners of the Padres to fund capital contributions necessary to
fulfill the Padres’ obligations; and the Padres have not obtained commitments for their contemplated borrowings.
Neither the City nor the Authority can make any prediction as to the ability of the Padres to obtain such borrowings.
The MLB Commitment would be available to fund up to $45.8 million of the Padres funding commitment for the
Ballpark Facility but would not cover cost overruns payable by the Padres which results in an overall actual cost of
the Ballpark Facility exceeding the cumrent budgeted amount of $294.1 million.” Under the Ballpark Design/Build
Procurement Consultant Agreement, PCL has agreed to obtain an insurance policy pursuant to which the insurer will
pay an amount equal to the daily current interest accrued on the 2002 Bonds for up to 184 days of current interest, if
substantial completion of the Ballpark Facility is delayed beyond the date that is 4 months and 60 days after the
currently expected Substantial Completion Date solely as a result of any negligent or intentionally harmful act or
omission by SDBB, and subject to the requirement that PCL shall have fully utilized its contingency allocation in
endeavoring to meet the timely performance of its contractual obligations and shall have mitigated losses incurred as
a result of any negligent or intentionally harmful act or omission by a licensed general contractor under such a
design/build construction contract, Amounts payable under the policy are reduced by any liquidated damages paid
to PCL by SDBB, whether or not paid by PCL to the Trustee. The insurer may take up to 30 days to investigate a
claim for payment. A force majeure event will not be the basis for a payment under the policy and could delay a
payment under the policy beyond the time for which capitalized interest is available to pay a portion of interest on
the 2002 Bonds. The Ballpark Design/Build Procurement Consultant Agreement provides that the City shall be an
additional insured under such insurance policy and all proceeds under such insurance policy shall be paid to-the
Trustee. However, the City has waived its right to be an additional insured.

In addition, PCL is obtaining “delay in startup” business income insurance under which, if
physical damage or destruction to the Ballpark occurs during construction from a covered peril and delays are
encountered to reconstruct, there will be available “soft costs™ insurance up to $100.0 million; up to the first $38.25
million of such amount will go to the Trustee to pay the interest that accrues on the 2002 Bonds during any delay in
substantial completion of the Ballpark Facility beyond the Substantial Completion Date (with a fificen day waiting
period, except for the perit of earthquake, for which the waiting period is thirty days) due to casualty and other perils
covered by the policy, the principal ones of which are fire and carthquake. However, the amount available for soft
costs coverage for delays resulting from earthquake damage during construction, as well as the amount available for
reconstruction, in the aggregate is only $100.0 million, and any soft costs amount available will be used first to pay
up to $38.25 million in interest payments on the 2002 Bonds. The policy is a standard builder's all-risk policy for
the Ballpark Facility and the East Village Square. To the extent insurance is available under both policies, paymynt
under the business income insurance of a “delay in startup” nature will occur first. For additional information
regarding insurance available for the Ballpark Project, see “BALLPARK PROJECT INSURANCE AND
COMPLETION GUARANTEES—Insurance Available for Completion of the Ballpark Project.”

The Padres have guaranteed the obligations of PCL as outlined in the Ballpark Design/Build
Procurement Consultant Agreement. See APPENDIX D—SUMMARY OF PRINCIPAL BALLPARK
PROJECT DOCUMENTS—Ballpark Design/Build Procurement Consultant Agreement for additional
information regarding the Padres’ guarantee of obfigations of PCL.

See APPENDIX D—SUMMARY OF PRINCIPAL BALLPARK PROJECT

DOCUMENTS—Ballpark Facility Design/Build Contract for additional information on the Ballpark Facility
Design/Build Contract.

" See “Ballpark Facility Design/Build Contract” for information regarding potential increases in the cost of
construction of the Ballpark Facility due to delays in the recommencement of construction.
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Chilled Water Facility

It is contemplated that the Ballpark Facility will not have its own chilled water facility, which is
required for the operation of air conditioning within the Ballpark Facility. However, the Padres, JMI Realty, Inc.
(“JMIR”) or any of their affiliates has agreed to construct a common chilled water facility that will serve the
Ballpark Facility, as well as other projects within the Ballpark Project and the Redevelopment Project. In
connection with the development of such chilled water facility, it is further contemplated that the City will authorize
the placement of pipes in the public rights-of-way without the requircment for a franchise agreement or imposition
of a franchise fee, unless such chilled water- facility begins to serve segments of the public other than the City
facilities or the Padres® or JMIR’s private developments, in which case a franchise agreement will be required.
Failure of the Padres, JMIR, their affiliates, or any other party to provide a chilled water facility may result in the
Ballpark Facility not having air conditioning unti! an alternative source is found. In anticipation of such an event,
the Ballpark Facility is designed with connections for a temporary truck trailer mounted chiller that can provide
cooling for the Ballpark Facility in the event that the chilled water facility is not available.

Infrastracture Work
General

The Ballpark Project includes roads, sidewalks, other public facilities, and public utilities related
to the Ballpark Facility (the “Infrastructure Work™). Under the MOU, the City, the Redevelopment Agency, and the
CCDC are responsible for the design and construction of the Infrastructure Work, the budget for which totals $51.3
million, and includes, approximately: (i) $27.6 million to cover the costs under the Ballpark Infrastructure
Design/Build Agreement; (i) approximately $16.0 million for dry utility work, including the relocation of electrical,
gas, cable, fiber optics, and telecommunications facilitics, which is to be funded by the private franchise utility
companies performing the work; (iii) $2.6 million for planning and predevelopment work; and (iv) $5.1 million for
other costs, including City project administration costs, owner controlled insurance program costs, demolition costs,
consultants costs and other infrastructure improvements. As of January 15, 2002, expenditures for Infrastructure
Work have totaled approximately $19.5 million (of which $15.1 million is associated with the Ballpark
Infrastructure Design/Build Agreement). These amounts include approximately $2.3 million that (i) has been
authorized for use by the City for certain infrastructure work and (ii) is currently being spent by the City. See
“PLAN OF FINANCE FOR THE BALLPARK PROJECT" for information regarding the sources of funding for
the major components of the Ballpark Project, including the Infrastructure Work component.

Ballpark Infrastructure Design/Build Agreement

The Infrastructure Work to be performed under the Ballpark Infrastructure Design/Build
Agreement includes certain demolition and removal of existing structures, coordination of dry utility relocation
work, railroad modifications, and the construction of the Surface Parking Lots, new streets, streetscapes, and
landscaping to support the Ballpark Project.

The Ballpark Infrastructure Design/Build Agreement provides for a set amount not-to-exceed
$27.6 million for a portion of the infrastructure work related to the Ballpark Project, which consists of two
components: a guaranteed maximum price (“GMP") not-to-exceed $26.5 million and certain reimbursable costs not-
to-exceed $1.1 million. The GMP is comprised of all hard construction costs and the fixed fee necessary for the
construction and design of the work under the Ballpark Infrastructure Design/Build Agrecment, and includes a
contingency fund which may be available to fund change orders if it contains sufficient surplus as determined by the

mutual agreement of the City and Sverdrup Civil, Inc., a Design and Construction Manager (the “DCM”).

Further, it is expected that a certain portion of the Infrastructure Work estimated to cost
approximately $7.2 million currently within the scope of the Ballpark Infrastructure Design/Build Agrecment is
anticipated to be removed from the scope of the Ballpark Infrastructure Design/Build Agreement. The City expects
to contract for such portion of the Infrastructure Work together with an additional $3.3 million of Infrastructure
Work currently outside the scope of the Ballpark Infrastructure Design/Build Agrecment, and cstimates that such
portions of the Infrastructure Work will be completed by the Substantial Completion Date.
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As of January 15, 2002, the City has expended approximately $15.1 million under the Ballpark
Infrastructure Design/Build Agreement for work which includes elements relating to the clearing of the l}allpark
Facility footprint, which is a critical activity for the construction of the Ballpark Facility. This amount includes
approximately $2.3 million that has been authorized for use by the City for certain infrastructure work ?l!(! is
currently being spent by the City. Specific elements include demolition activities; work related to wet utilities;
preparation of 100% of the design documents for the new public rights-of-way and 100% of the dc:,mgn documents
for the Surface Parking Lots; preparation of the final GMP; and preparation of bidding plans and project procedures.

The Ballpark Infrastructure Design/Build Agreement provides that any costs in excess of the GMP
shall be the sole responsibility of the DCM, unless the City approves a change order authorizing an increase in the
GMP. The City will pay to the DCM compensation in installments based on a phased funding schedule agreed to by
the City and the DCM. As an incentive to minimize costs, and complete the contracted work for less than the GMP,
the City will pay the DCM an additional fee from funds remaining in the contingency fund subsequent to the
completion of the work under the Ballpark Infrastructure Design/Build Agreement.

The anticipated substantial completion date for the work under the Ballpark Infrastructure
Design/Build Agreement is March 31, 2002, which does not include approximately $7.2 million in aggregate
budgeted for Infrastructure Work that is anticipated to be removed from the Ballpark Infrastructure Design/Build
Agreement. (The portion of the work that is anticipated to be removed from, or is outside the scope of, the Ballpark
Infrastructure Design/Build Agreement is expected to be completed by the opening of the Ballpark Facility.) The
March 31, 2002 date can only be extended by a change order approved by the City authorizing such extension. No
extension of time will be granted by the City unless the DCM can demonstrate that the extension of the completion
date was necessitated by unforeseeable causes beyond the control and without the fault or negligence of both the
DCM and its contractors or suppliers. The Ballpark Infrastructure Design/Build Agreement also provides for up to
20 working days to account for weather delay or force majeure cvents affecting the ability of the DCM or its
contractors, subcontractors, or suppliers to perform their respective work.

The Ballpark Infrastructure Design/Build Agreement obligates the DCM to provide performance
and payment bonds in favor of the City. However, to avoid duplication of bond costs, the DCM, acting as the City's
agent, is requiring subcontractors to provide performance and payment bonds for all demolition and construction
work. The payment bonds will be in an amount equal to 80% of the GMP pertaining to such remaining work and
will cover the performance by the DCM and its subcontractors of the Ballpark Infrastructure Design/Build
Agreement work and payments owing by the DCM to its contractors and subcontractors. The City will reimburse
the DCM for the bond premiums from the construction budget.

See APPENDIX D-—SUMMARY -‘OF PRINCIPAL BALLPARK PROJECT
DOCUMENTS—Ballpark Infrastructure Design/Build Agreement for additional information regarding the
Ballpark Infrastructure Design/Build Agreement.

Land Acquisition Program

The current land acquisition estimate for the Ballpark Project totals approximately $107.1 million.
This estimate covers land assembly costs relating to property under the Ballpark Facility, certain new public rights-
of-way, the parking facilities, and East Village Square, which is adjacent to the Park and is a component pf the
Redevelopment Project. The land assembly costs for such property includes the purchase price, the relocation of
cligible tenants, goodwill payments for relocated businesses, and indirect expenses associated with acquisition of the
property, all of which are included in the current estimate. The land has been, or will be acquired by condemnation
or threat of condemnation by the Redevelopment Agency, or by negotiated sale by the Redevelopment Agency and
the Padres. It is contemplated that the City Council will consider an amendment in the near future to the
Implementation Agreement, which would reduce the land acquisition estimate by $6.0 million to reflect the
commitment of the Padres to purchase, for that amount, the land for the P1 Parking Garage. If such an arrangement
is approved by the City Council, the amount required to be contributed to the Ballpark Project by the
Redevelopment Agency will be reduced by an equal amount. See Footnote 7 to the Table under the caption “PLAN
OF FINANCE FOR THE BALLPARK PROJECT—Sources and Uses of Ballpark Project Funds,” for
additional information regarding the acquisition of land for the Pl Parking Garage. Sec “THE
REDEVELOPMENT PROJECT™ for additional information regarding East Village Square.
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The following table shows, as of January 15, 2002, the status of land acquisitions the Ballpark
Facility and the remainder of the Ballpark Project:

Amount on Deposit, Paid or Expected to be Paid
A. Ballpark Facility

1. Aggregate amount paid for parcels
acquired and for which values have been o
agreed upon. $ 60,100,000

2. Amount of aggregate deposits paid for
parcels acquired but for which there are
valuation disputes. M 0

B. Remainder of the Ballpark Project
. Aggregate amount paid for parcels
- acquired and for which values have been
agreed upon. $ 22,200,000

—

2, Amount of aggregate deposits paid for
parcels acquired but for which there are
valuation disputes. $ 2,400,000

3. Aggregate values estimated by the
Redevelopment Agency of properties
yet to be sought through condemnation
after issuance and sale of the 2002

Bonds. $20.300,000%
Subtotal $ 105,000,000
C. Estimated Cost of Litigation and
Consultants’ Costs $ 2,100,000
Total $ 107,100,000® !

(1) This amount does not include a claim filed in the amount of $8.0 million for relocation costs
by a property owner who has agreed to a value on the property in question and has conveyed
title.

(2) According to the Redevelopment Agency, the current estimate for acquisition values for
properties yet to be sought is a range between approximately $18.3 million to $20.3 million.

The Implementation Agreement specifies that the Padres will be solely responsible for land
acquisition costs above $100.0 million up to a maximum total acquisition cost of $110.0 million. The
Implementation Agreement specifics that, if necessary, the Padres will pay 50%, and the Redevelopment Agency
will pay 50% of additional land acquisition costs in excess of $110.0 million up to a maximum total acquisition cost
of $130.0 million. There is no agreement for payment should the maximum amount exceed $130.0 million and if
land acquisition costs were to exceed $130.0 million, it may cause a delay in the completion of the Ballpark Project
as more fully discussed in “RISK FACTORS—Ballpark Project Funding and Completion Risks.”

According to cument land acquisition estimates, the amount payable by the Padres for land
acquisition costs in excess of $100.0 million will be $7.1 million. Based on financial and certain other information
provided by the Padres, without the infusion of capital or borrowing proceeds, the Padres will not be able to perform
their commitment to pay for such excess land acquisition costs; there are no current commitments by partners of the
Padres to fund capital contributions necessary to fulfill the Padres’ obligations; and the Padres have not obtained
commitments for their contemplated borrowings. Neither the City nor the Authority can make any prediction as to
the ability of the Padres to obtain such borrowings. The MLB Commitment does not cover this category of the
Padres’ obligation for land acquisition cost overruns.
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Pursuant to the Ballpark Facility Lease, the City must deliver, or cause to be delivered, to the
Trustee by the Closing Date a California Title Land Title Association leasehold policy or policies, or a commitment
to such policy or policies, with respect to the Leased Property. See “BALLPARK PROJECT INSURANCE AND
COMPLETION GUARANTEES” for additional information pertaining to the required leasehold policy. The
Redevelopment Agency conveyed fee title to all of the property that comprises the Ballpark Facility site to the City
on January 25, 2002 and the City will obtain such title insurance required under the Ballpark Facility Lease on or
before the Closing Date.

Permits and Licenses

The Parking Lot Purchase Agreement providing for the sale of the Surface Parking Lots by the
City to the District must receive final approval by the Executive Officer of the California State Lands Commission
before any funds can be distributed by the District. Notwithstanding the foregoing, all regulatory approvals needed
for the Ballpark Project construction have been obtained.

BALLPARK PROJECT INSURANCE AND COMPLETION GUARANTEES

Insurance Available for Completion of the Ballpark Project
Insurance on Design, Construction and Timely Completion of the Ballpark Facility

The Implementation Agreement provides that the Redevelopment Agency and the CCDC.will
procure a comprehensive insurance policy to cover unknown environmental risks or hazardous materials arising
from sub-surface conditions discovered during the construction of the Ballpark Project. See APPENDIX D—
SUMMARY OF PRINCIPAL BALLPARK PROJECT DOCUMENTS—Implementation Agreement for
additional information regarding the insurance requirements under the Implementation Agreement.

In compliance with the Ballpark Design/Build Procurement Consultant Agreement, PCL is
obtaining certain insurance policies, including the following:

(iX(a)  Builder’s standard all-risk insurance for the Ballpark Facility and East Village Square for
all risks, including earthquakes and floods. The insurance policy, which is cancelable on 60 days notice, will cover
up to $382.0 million per occurrence (except for earthquakes, for which there is a $100.0 million annual limit), and
has a $25,000 deductible per occurrence for all losses, except losses from floods and earthquakes. The deductible
for losses resulting from floods is $100,000 per occurrence, and the deductible for losses resulting from earthquakes
is 5% of the value of the Ballpark Facility at the time of loss subject to a minimum of $100,000 per occurrence.

) As part of the builder’s standard all-risk policy, business income insurance of a “delay in
startup” nature (builder’s risk soft cost) in an amount of $100.0 million,’ including up to $38.25 million due to the
occurrence of casualty or similar perils covered by the policy, which includes fire and earthquake. All such business
income insurance up to the lesser of| the interest that accrues on the 2002 Bonds during any delay in substantial
completion of the Ballpark Facility beyond the Substantial Completion Date or $38.25 million, shall be paid to the
Trustee. The right to payment does not commence for a period of fifteen days after the delay event in the case of all
perils (except for earthquakes, in which case the period is 30 days.)

(ii) Owner’s protective professional indemnity insurance in an amount of $25.0 million per
claim and aggregate.

All insurance referred to in paragraphs (i) and (ii) is being obtained from a provider having a
rating not less than A-VII from AM. Best. PCL is a named insured under the builder’s risk insurance and the
business income insurance policies.

In addition, PCL is obtaining an insurance policy pursuant to which the insurer will pay an amount
equal to the daily current interest accrued on the 2002 Bonds for up to 184 days of current interest, if substantial
completion of the Ballpark Facility is delayed beyond the date that is 4 months and 60 days afier the currently

' The agreement only requires $38.25 million, but PCL is obtaining $100.0 million.
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expected Substantial Completion Date, solely as a result of any negligent or intentionally harmful act or omission by
a licensed gencral contractor under a design/build construction contract entered into by PCL on behalf of the City
for the design and construction of a portion of the Ballpark Facility (and in any event, not as a result of any force
majeure event of any act or omission of the City, the CCDC, the Redevelopment Agency, any person controlled by
or under common control with any of them, or any of their respective employees, shareholders, officers or direcpors).
_The policy requires that PCL shall have fully utilized its contingency allocation in endeavoring to meet th? timely
performance of its contractual obligations and shall have mitigated losses incurred as a result of any ncgllgent' or
intentionally harmful act or omission by a licensed general contractor under such a design/build construction
contract. Amounts under the policy may not be payable if PCL has not fully utilized its contingency allocation in
endeavoring to meet the timely performance of its contractual obligations or has not mitigated losses incurred as a
result of any negligent or intentionally harmful act or omission by a licensed general contractor under such a
design/build construction contract. Amounts payable under the policy are reduced by any liquidated damages paid
to PCL by SDBB, whether or not paid by PCL to the Trustce. As a consequence, the payment of such liquidated
damages to the Trustee by PCL is subject to the credit worthiness of PCL, and no prediction can be made as to such
creditworthiness. Notwithstanding the foregoing, PCL does not have an obligation to pay to the City or the Trustee,
and the City and the Trustee shall have no right to, any amounts in respect of days of delay that occur after the first
anniversary of the Substantial Completion Date. With respect to such insurance, the Trustee must be a named
additional insured or loss payee, and all proceeds from such insurance shall be paid to the Trustee. The Trustee will
use any such proceeds to make debt service payments on the 2002 Bonds. Amounts paid by such insurance obtained
by PCL will offset PCL’s obligation to pay Liquidated Damages. To the extent insurance is available under both
policies, payment under the business income insurance of a “delay in startup” nature will occur first.

See APPENDIX D-—SUMMARY OF PRINCIPAL BALLPARK PROJECT
DOCUMENTS—Ballpark Design/Build Procurement Consultant Agreement for additional information
regarding the insurance requirements under the Ballpark Design/Build Procurement Consultant Agreement.

Insurance on Ballpark Infrastructure

In addition to the insurance requirements imposed on PCL under the Ballpark Design/Build
Procurement Consultant Agreement, the City and the DCM are required to provide insurance under the Ballpark
Infrastructure Design/Build Agreement.

Pursuant to the terms of the Ballpark Infrastructure Design/Build Agreement, the City will provide

the DCM, its contractors and design subcantractors (the “OCIP Participants™) with insurance policies, including the
following:

0] Professional liability insurance, including pollution liability insurance, with an aggregate
limit of $5.0 million.

(ii) Commercial general liability insurance in an amount of not less than $2.0 million per
occurrence, up to $4.0 million annual aggregate.

(iii)  Workers® compensation and employers® liability insurance in an amount meeting any
applicable statutory requirements.

(iv)  Excess liability insurance to cover up to $98.0 million in excess of the commercial
general liability insurance and the workers® compensation and employers' liability insurance.

(%) “All risk™ builders’ risk insurance for any physical loss to property, but excluding
coverage for any equipment, machinery, tools, or property of similar nature owned, rented, or used by the OCIP

Participants which are not destined to become a permanent part of the infrastructure project covered by the Ballpark
Infrastructure Design/Build Agreement.
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OCIP Participants are required to provide insurance policies, including the following:

M Commercial general liability insurance for off-site activities in an amount of $5.0 million
per occurrence, up to $10.0 million annual aggregate for the DCM, and $1.0 million per occurrence up to $2.0
million annual aggregate for contractors and design subcontractors.

(ii) ‘ Automobile liability insurance in an amount not less than $1.0 millior-n ooyering bodjly
injury and property damage for owned, non-owned, and hired automobiles and naming the City, its respective
elected officials, officers, employees, agents and representatives as additional named insureds.

(i)  Workers’ compensation and employers® liability insurance for off-site employees in an
amount meeting any applicable statutory requirements,

(iv) Hazardous transporters pollution liability insurance if the DCM's work includes the
transportation of hazardous or toxic chemicals, materials, substances, or any other pollutants in an amount not less
than $5.0 million combined single limit per occurrence/aggregate for bodily injury, property damage and
remediation, with a deductible not greater than $25,000 per claim unless approved by the City.

All insurance policies required under the Ballpark Infrastructure Design/Build Agreement must !3e
obtained from an insurance provider that has at least an “A&V™ rating from AM. Best, is licensed to do business in
the State of California, and has been approved by the City.

See APPENDIX D-—SUMMARY OF PRINCIPAL BALLPARK PROJECT
DOCUMENTS—Balipark Infrastructure Design/Build Agreement for additional information regarding the
insurance requirements under the Ballpark Infrastructure Design/Build Agreement.

Performance and Completion Guarantees

Pursuant to the Guaranty Agreement from the Padres to and for the benefit of the City, the
Redevelopment Agency, the CCDC, the Authority and the Trustee (collectively, the “Beneficiaries”), the Padres
have guaranteed the complete and timely payment and performance by PCL of all of PCL's obligations and
responsibilities under the Ballpark Design/Build Procurement Consultant Agreement.

The Guaranty Agreement provides that the Padres absolutely, irrevocably and unconditionally
guarantee to the Beneficiaries, jointly and severally: (i) the full and prompt payment when due of each and all of the
payments required to be credited or made by PCL under the Ballpark Design/Build Procurement Consultant
Agreement (including all modifications, amendments, restatements, supplements, extensions and renewals thereof)
to, or for the account of, the Beneficiaries, when the same shall become due and payable in accordance with their
terms; and (ii) the full and timely performance and observance of all of the obligations under the Ballpark
Design/Build Procurement Consultant Agreement,

Based on financial and certain other information provided by the Padres, without the infusion of
capital or borrowing proceeds, the Padres will not be able to fund their obligations under the Guaranty Agreement;
there are no current commitments by partners of the Padres to fund capital contributions necessary to fulfill the
Padres’ obligations; and the Padres have not obtained commitments for their contemplated borrowings. Neither the
City nor the Authority can make any prediction as to the ability of the Padres to obtain such borrowings. The MLB
Commitment would be available to fund up to $45.8 million of the Padres funding commitment for the Ballpark
Facility but would not be sufficient to cover cost overruns payable by the Padres over the current budgeted amount

of $294.1 million,” nor would it cover any amounts due from the Padres for land acquisition or infrastructure cost
overtuns.

Under the Ballpark Design/Build Procurement Consultant Agreement, PCL shall, at all times,
ensure that the performance of the contractor under the Ballpark Facility Design/Build Contract and any other

* Se¢ “THE BALLPARK PROJECT—Ballpark Facility—Ballpark Facility Design/Build Contract’ for
information regarding potential increases in the cost of construction of the Ballpark Facility due to delays in the
recommencement of construction.
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contractors and subcontractors engaged by PCL for the construction of the Ballpark Facility is assured by payment
and performance bonds, or equivalent insurance coverage reasonably acceptable to the City (i) from providers who
are listed on U.S. Treasury Circular 570 as approved sureties; and (ii) in an amount equal to at least 100% of the
contract price to be paid to such contractor under the applicable construction services or other services agreement,
Such bonds must name the City, the Redevelopment Agency, the CCDC, PCL, the Padres, and the Trustee as co-
obligees. ’ .

See APPENDIX D—SUMMARY OF PRINCIPAL BALLPARK PROJECT
DOCUMENTS—Ballpark Design/Build Procurement Consultant Agreement and APPENDIX D—
SUMMARY OF PRINCIPAL BALLPARK PROJECT DOCUMENTS—Guaranty Agreement for additional
information regarding the Guaranty Agreement.

Under the Ballpark Infrastructure Design/Build Agreement, the DCM is obligated to prpvide
performance and payment bonds in favor of the City, each in an amount equal to 80% of the guaranteed maximum
price for each funding phase. These bonds cover the performance by the DCM of the work contracted for under the
Ballpark Infrastructure Design/Build Agreement and payments owing by the DCM to its contractors _and
subcontractors. However, to avoid duplication of bonding costs, the DCM, acting as the City’s agent, is requiring
subcontractors to provide performance and payment bonds for all demolition and construction work.

See APPENDIX D--SUMMARY OF PRINCIPAL BALLPARK PR(?JECT
DOCUMENTS—Ballpark Infrastructure Design/Build Agreement for additional information regarding the
completion and performance bonds to be provided by the DCM in connection with the Infrastructure Work.

Ballpark Project lnsurance After Construction

The Ballpark Facility Lease requires the City to procure and maintain, or cause to be procured and
maintained, throughout the term thereof for the Leased Property, insurance against the following risks in t}.:e
following respective amounts (under the Joint Use and Management Agreement, the Padres have agreed to obtain
sufficient insurance to satisfy the requirements of the Ballpark Facility Lease):

0] Property insurance on an “all risk” form, insuring against loss or damage to the Leased
Property caused by fire or lightning, with an extended coverage endorsement covering the risk of vandatism and
malicious mischief, sprinkler system leakage and boiler loss. No earthquake coverage is required or will be obtained.
The insurance described in this paragraph (i) shali be in an amount equal to the lesser of (a) the replacement cost
(without deduction for depreciation) of improvements located or to be located on the Leased Property; or (b) the
remaining unpaid principal amount of the 2002 Bonds (and any Additional Bonds) Outstanding plus the amount of
use and occupancy insurance coverage described in paragraph (ii) below, except that such insurance may be subject
to deductible clauses not to exceed the first one hundred thousand dollars ($100,000) of the amount of any one loss.
Insurance described in this paragraph (i) and in paragraph (i) below may be in the form of a policy which covers the
Leased Property and one or more additional parcels of real property insured by the City. Provided, however, that the
amount of coverage available thereunder shall be at least equal to the cumulative replacement values of the Leased
Property and any other such property which is the subject of a lease, installment purchase or other financing
arrangement (“Financed Property”™) for which bonds, certificates of participation or other obligations shall have been
issued (“Obligations™), plus the amount of use and occupancy coverage required by paragraph (ii) below; provided,
however, that such amount of insurance allocated to the Ballpark Facility- shall not be subject to reduction on
account of claims made with respect to other properties. In the event the City clects o obtain insurance for the
Leased Property and one or more additional parcels of real property and the amount of the insurance proceeds
available to pay all claims thereunder is not sufficient to cover the replacement values of all such properties, then
any such proceeds shall be used first to rebuild or repair the Leased Property and the Financed Property or to repay
all Obligations, the 2002 Bonds, and any Additional Bonds,

(1) Use and occupancy insurance against loss, total or partial, of the use and occupancy of
the Leased Property as a result of any of the hazards covered by the insurance described in paragraph (i)
immediately above, in an amount sufficient to pay the Base Rental Payments attributable to the Leased Property for
a twenty-four month period; provided, however, that the amount of such insurance need not exceed the total
remaining Base Rental Payments attributable to the Leased Property; and provided further, that such insurance may
be part of a policy described in paragraph (i) above, which policy may provide that insurance proceeds paid for
coverage described in paragraph (i) above may reduce amounts payable under coverage described in this paragraph
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(ii) and vice-versa, The City may obtain use and occupancy insurance covering the Leased Property as well as other
parcels of property owned by the City, provided that the cumulative amount thereof is at least cqual to the
cumulative amount of use and occupancy insurance required by the Ballpark Facility Lease and any similar
agreements relating to the Financed Property in respect of which Obligations are outstanding. There can be no
assurance that the coverage afforded by such insurance will be adequate to prevent a reduction in Base Rental
Payments. For additional information, see “RISK FACTORS-—Abatement.”

Any insurance policy issued pursuant to paragraph (i) above shall be so written or endorsed as to
make losses, if any, payable to the City, the Authority, the Padres and the Trustee as their respective interests may
appear and the net proceeds of the insurance described in paragraph (i) above shall be applied as provided in the
Ballpark Facility Lease. The net proceeds, if any, of the insurance policy described in paragraph (i) above shall, to
the extent that such proceeds are paid on account of loss or damage to the Leased Property, be payable to the Trustee
and deposited in the Insurance Proceeds and Condemnation Awards Fund and applied as described in the [ndenture.
The net proceeds, if any, of the insurance policy described in paragraph (ii) above shall, to the extent that such
proceeds relate to the use and occupancy of the Leased Property, be payable to the Trustee and deposited in the
Bond Fund. Each insurance policy provided for in the Ballpark Facility Lease shall contain a provision to the effect
that the insurance company shall not cancel the policy or modify it materially and adversely to the interests of the

Authority and the Trustee without first giving written notice thereof to the Authority and the Trustee at least 60 days
in advance of such intended cancellation or modification.

The City further covenants and agrees in the Ballpark Facility Lease to deliver or cause to be
delivered to the Trustee on the Closing Date of the 2002 Bonds a California Land Title Association leasehold poticy
or policies, or a commitment for such policy or policies, with respect to the Leased Property with liability in the
aggregate amount equal to the principal amount represented by the 2002 Bonds. Such policy or policies, when
issued, will name the Trustee as the insured and will insure the leaschold estate of the Authority under the Site Lease
and the City under the Ballpark Facility Lease in the Leased Property subject only to such exceptions as do not
materially affect the City’s right to the use and occupancy of the Leased Property.

See APPENDIX C—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS-—Ballpark
Facility Lease~—Maintenance; Taxes; Insurance and Other Charges; Enforcement of Agreements with

Padres—Insurance for additional information regarding the insurance requirements under the Ballpark Facility
Lease. :

THE BALLPARK FACILITY

Ownership

The Padres will own improvements in and to the Ballpark Facility amounting up to, but not
exceeding, 30% of the original Ballpark Facility estimate of $267.5 million for the term of the Joint Use and
Management Agreement, after which all portions of the Balipark Facility owned by the Padres will automatically be
transferred to the City. The term of the Joint Use and Management Agreement is the later of 22 years or the
expiration of the 2002 Bonds, but in no event greater than 30 years unless the Padres exercise their option to extend
such term for up to two additional 5-year periods. Upon the termination of the Joint Use and Management
Agrecment for any reason other than a material default by the City, all portions of the Ballpark Facility property
owned by the Padres (the “Padres’ Ballpark Property”) will be immediately and automatically deemed transferred to
the City, free and clear of all liens or other obligations to any other party. In addition, the Padres have granted to the
City a first priority lien on all Padres® Ballpark Property to secure the Padres’ obligations under the Joint Use and
Management Agreement, including the obligations to surrender the Padres’ Ballpark Property upon termination of
the Joint Use and Management Agreement. The City has agreed to subordinate its first priotity lien to lender and
vendor contracts granted by the Padres to secure obligations owed in connection with the procurement of the Padres’
Ballpark Property, or to substitute liens granted to refinance or replace any such liens, provided such agrecments
contain appropriate recognition and attornment covenants, approved by the City. Such recognition and attornment
covenants must provide that the City may assume all rights and obfigations of the Padres under the lender or vendor
agreements if either the Padres’ rights to use the Ballpark Facility are terminated because of the Padres® default
under the Joint Use and Management Agreement or the Padres’ rights under a lender or vendor agreement are
terminated because of the Padres® default thereunder. In addition, all liens against the Padres” Ballpark Property
must provide that they are subject and subordinate to the reversion of the Padres” Balipark Property to the City upon
termination of the Joint Use and Management Agreement.

35



It is contemplated that the Padres, in connection with their financing for the Ballpark Facility, will
assign their rights under the Joint Use and Management Agreement, to a wholly-owned subsidiary. Any such
assignment would be accompanied by a guaranty in favor of the City by the Padres of the performance by their
subsidiary of the Padres’ obligations under the Joint Use and Management Agreement. The terms of such financing
will not include the right of the Padres’ lender to terminate the rights of either the Padres or their subsidiary to use
and occupy the Ballpark Facility under the Joint Use and Management Agreement, as a remedy in the event the
Padres default in their repayment of their financing obligation.

Management and Operation

Under the terms of the Joint Use and Management Agreement, the Padres will be responsible for
all Ballpark Facility management. The Padres’ management duties include maintaining the playing field and
arranging for availability of utilities, cleaning and trash removal, 24-hour security and emergency maintenance, and
repairs. With respect to maintenance and repairs of the playing ficld and other portions of the Leased Property, the
Padres will be responsible for all work, including labor, supplies, materials, and equipment reasonably necessary for
the cleaning and routine upkeep of the Ballpark Facility in order to preserve its condition. In particular, the Padres
will be responsible for, among other things, day-to-day landscaping, all necessary preparation and conditioning of
the playing field before and during all events, and periodic testing of building systems and emergency systems, The
City will be respousible for paying certain expenses associated with the operation and maintenance of the Ballpark
Facility, up to a maximum of $3.5 million per year (subject to offscts and certain inflationary adjustments). See
APPENDIX D—SUMMARY OF PRINCIPAL BALLPARK PROJECT DOCUMENTS-—Joint Use and
Management Agreement for a description of the specific adjustments and credits.

The Padres will also be responsible for providing certain services on days where the playing field
or seating areas of the Ballpark Facility will be used for events which are open to the public. Such services include
the provision and supervision of all personnel; the provision of management and crowd control within the Leased
Property; the provision and supervision of first-aid personnel to operate the first-aid facilities of the Leased
Property; and the provision of emergency medical assistance. In accordance with their management duties, the
Padres may subcontract with third parties for the performance of any of their management obligations.

The Padres must deliver to the City, no later than three months prior to the opening date for the
Ballpark Facility, a Ballpark Operations Guidelines and Policy Manual and a Maintenance and Procedures Manual
detailing the Padres® proposed operating and maintenance procedures for the Ballpark Facility. The Padres must
solicit the City’s comments on each manual and must complete and deliver final versions of each manual to the City
no later than the last day of the first Major League Bascball season in the Ballpark.

As part of their management responsibilities, the Padres will also be required to maintain
insurance coverage, including commercial general liability insurance, comprehensive business automobile
insurance, property insurance, excess liability insurance, use and occupancy and workers’ compensation insurance,
to cover the repair, restoration or replacement of the property owned by them and the Leased Property. In addition,
the Padres must cause all contractors and subcontractors to maintain “all risk” builder’s insurance, workers’
compensation insurance and general commercial liability insurance.

Despite their broad management responsibilities, generally the Padres may not make capital
improvements to the Ballpark Facility without the City’s prior consent. If the Padres make such capital
improvements without the City’s prior approval, the City has the right to cause the Padres to remove them at the
Padres’ sole cost. In addition, the City retains the right, under the Joint Use and Management Agreement, to inspect
the Ballpark Facility and all improvements thereon at least quarterly.

In the event that the City determines that the Padres have not fulfilled their management
obligations, the City must give written notice to the Padres describing such failure to perform. In response to such
notice, the Padres must either cure the default, or, if they disagree with the City's allegations, they may submit the
dispute to arbitration. If the result of the arbitration favors the Padres, they may continue performing their
management obligations undisturbed. If, on the other hand, the arbitrators find in favor of the City and the Padres
have defaulted in their obligations twicc in a single year and the Padres fail to cure such defaults within an allotted
time, the City will have the right to terminate the Padres’ management obligations. The Padres will, however,
continue to be bound by all of the provisions of the Joint Use and Management Agreement, which do not relate to
the management of the Ballpark Facility.
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Revenues and Expenses

The Joint Use and Management Agreement provides that the Padres will pay the City rent for the
Leased Property during the term of the Joint Use and Management Agreement at the rate of $500,000 per year,
subject to an upward adjustment every five years in accordance with the San Diego Consumer Price Index for all
urban consumers (the “CPI") and subject to set-offs for delays. In addition, the Padres will pay to the City ground
lease rent of $300,000 per year, subject to a 5% increase every five years, for their use of the City-owned property
on which the Padres will build the P1 Parking Garage. From this amount, the City will deposit $250,000 annually,
adjusted every 5 years for increases in CPI to a capital expenditure reserve fund established and controlled by the
City and the Padres. If the City Council approves an amendment to the Implementation Agreement in conjunction
with the purchase of the P1 Parking Garage site by the Padres for $6.0 million, the Padres will assume the City’s
obligation to depasit $250,000 annually to a capital expenditure reserve fund (without regard to adjustments for
increases in CPI which will be eliminated), and the City will not be entitled to receive ground lease rent. In addition
to the annual rental payments, the City will derive certain revenues from events in which it participates, excluding
any major league bascball games. The annual rental payments and the revenues from events are not expected to
fully offset such operation and maintenance expenses, as described below, committed by the City.

Under the terms of the Joint Use and Management Agreement, the City is also responsible for
paying 70% of specified expenses associated with the operation and maintenance of the Ballpark Facility, up to a
maximum of $3.5 million per year (subject to annual upward adjustments in accordance with the CPI and set-offs
for delays in the completion of the Ancillary Development Hotels as described more fully in “THE
REDEVELOPMENT PROJECT™). In addition, the City will be responsible for certain incremental expenses
incurred from events in which the City participates, including wages, benefits, and incidentals paid to event-day
staff, event security, on-site first aid, and ambulance service, event publicity and marketing, concession services,
event liability insurance, and custodial and maintenance personnel, among other expenses. -

THE REDEVELOPMENT PROJECT

. Located in the East Village neighborhood of downtown San Diego, the Ballpark Project is part of
the largest redevelopment project in the City's history. While the Ballpark Facility is the cornerstone of the
Redevelopment Project, pursuant to the MOU, the Redevelopment Project will also include the construction of
hotels, office buildings, retail spaces, as well as residential development and associated parking (the “Ancillary
Development™). The City could benefit financially from the Ancillary Development to the extent that any additional
TOT is generated from the new hotels and sales tax revenues gencrated as a result of the new retail development.
Sec “Hotels” below for information regarding possible delays in the construction of the Ancillary Development
hotels. It is anticipated that property tax and possessory interest tax revenues will increase as a result of the
Ancillary Development; however, such increases will benefit the Redevelopment Agency. See “Revenues
Generated from Ancillary Development” for additional information regarding revenues related to the Ancillary
Development and the unpredictability of such revenues. The components of the Redevelopment Project are outside
of the scope of the Ballpark Project, and will not impact the City’s obligation to make Base Rental Payments.

Under the MOU, the Padres are responsible for the design and- development of the Phase 1
Ancillary Development (“Phase 1), and may select a master developer to carry out such activities. The Padres have

retained, as the master developer, JMI Realty, Inc. (“JMIR™) to be responsible for the design and development of all
aspects of the Phase 1.

Pursuant to the MOU, Phase 1 is to include at least: (i) 850 new hote! rooms; (ii) office complexes
containing at least 600,000 square feet with associated parking; and (jii) retail development containing at least
150,000 square feet, although the Padres have the right to fine tune the type of development, provided that the
Ancillary Development generates the previously agreed upon amount of TOT and tax increment revenues. The
Padres have advised the City that the Padres may fine-tune Phase 1 to reduce by 400,000 square feet the office
complexes and by 50,000 square feet the retail development and, instead, construct 900 apartments, lofts and
townhouses. For additional discussion of these proposed changes, see “LITIGATION—Litigation Involving the
Ballpark Project—Simmons v. City of San Diego, et al. —MOU and CCDC Director Matter Challenges.”
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Hotels

It is currently anticipated that three hotels will be developed as part of Phase 1, containing an
estimated combined total of approximately 850 rooms and 37 luxury condominiums. The information regarding the
hotels has been provided by JMIR and has not been independently verified by the City.

The primary hotel is planned to be a high-end, high-rise hotel (the “Four Star Hotel”) that,
pursuant to a disposition and development agreement between the Redevelopment Agency and JMIR, will include
approximately 512 rentable guest rooms, 120,500 gross square feet of residential condominium space, and
approximately 150 on-site parking spaces (with use of up to 230 off-site parking spaces). The Four Star Hotel is also
anticipated to contain 20,000 square feet of meeting space, and at least one full service three-meal restaurant. The
Four Star Hotel will be located next to the Ballpark and directly across the street from the Convention Center, and is
intended to cater to the convention, tourist, and group-business markets. It is anticipated that the Four Star Hotel
will be connected to the Ballpark by a pedestrian bridge and its patrons will be able to make use of the Ballpark’s
meeting rooms and other facilities. The Redevelopment Agency has acquired full interest in the Four Star Hotel site
and has settled all valuation claims with respect to the previous owner. It is anticipated that the site will be
conveyed to the developer shortly after the issuance of the 2002 Bonds. Construction of the Four Star Hotel
commenced in September 2000 and was suspended in April 2001. JMIR obtained a debt financing commitment for
the hotel, which expired on November 30, 2001. JMIR has advised the City that JMIR expects a new financing
commitment to be received shortly, which will be available through Apri! 30, 2002. JMIR also has advised the City
that unless they can obtain a substantial equity commitment from a third party investor, they will not proceed
presently and any new debt financing commitment for the Four Star Hotel could lapse. JMIR has advised the City
that IMIR has entered into a letter of intent and is currently in negotiations with a prospective operator for the Four
Star Hotel which, it is contemplated, would also provide a sufficient equity interest (in return for an equity
percentage ownership) so as to induce JMIR to proceed with the development of the Four Star Hotel. While there is
no assurance that such negotiations will be successfully consummated, JMIR has advised the City that such
negotiations would be completed, if at all, by not later than April 2002, If that were to occur, then construction
would commence in May 2002 and substantial completion should occur by May 2004.

The second hotel will be a themed “boutique™ hotel (the “Boutique Hotel™), and will be designed
and managed by an operator, specializing in this type of hotel. Pursuant to a separate disposition and development
agreement between the Redevelopment Agency and JMIR, the Boutique Hotel will contain approximately 203 all
suite rooms, 6,000 square feet of retail/entertainment space, and 180 parking spaces. It is also anticipated that the
Boutique Hotel will include a 10,000 square foot terrace with a pool, and 4,500 square feet of meeting space. The
Redevelopment Agency acquired the hotel site through condemnation and all valuation and remediation issues with
the previous owner have been resolved. CCDC is currently performing site remediation activities, and it is expected
that the Redevelopment Agency will convey the site to the developer by June 2002. Construction of the Boutique
Hotel is anticipated to be completed by April 2004, JMIR has not obtained financing commitments for this hotel.

The third hote! will be a smaller “boutique” hotel or a value-oriented hotel (the “Boutique/Value-
Oriented Hotel™). The site for this hotel has been acquired, but will not be developed until the completion of Park
Boulevard and other new roads located on the east side of the Ballpark. The Boutique/Value-Oriented Hotel will
have approximately 135 rooms, 105 space public parking garage, and 6,000 square feet of retail facilities. The hotel
site has been acquired by IMIR. Coustruction of the Boutique/Value-Oriented Hotel is anticipated to be completed
sometime in 2005-2006. JMIR has not obtained financing commitments for this hotel.

Subsequent to the execution of the MOU, and pursuant to the Joint Use and Management
Agreement, the Padres agreed that if any of the Phase | hotels are not completed by the date which is six months
after the date upon which the Padres have a right to occupy certain portions of the Ballpark Facility, as more fully
described in the Joint Use and Management Agreement, then the City shall be entitled to a set-off (the “Set-Off”)
against the City’s annual obligation to pay up to $3.5 mitlion of specified expenses associated with the operation and
maintenance of the Ballpark Facility (subject to certain offsets and inflationary adjustments) (“O&M Expenses”) in
specific amounts which are intended to offset TOT expected from the uncompleted Phase 1 hotels. See “THE
BALLPARK FACILITY—Revenues and Expenses” for a more complete description of such expenses. The
Joint Use and Management Agreement provides that the Set-Off will be calculated on a hotel by hotel basis, and the
amount of the Set-Off for each respective hotel for a given fiscal year will be the highest amount of TOT projected
for such hotel for such fiscal year as set forth in the Joint Use and Management Agreement. The City’s entitlement
to the Set-Off is subject to certain provisions, including a reduction in its amount in order to preserve the tax-exempt
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status of the City's financing. The Second Implementation Agreement provided for, among other things, an

amendment to the Set-OfF that will aggregate the projected TOT for the Set-Off, rather than calculate it on a hotel-
by-hotel basis.

Based on current levels of operations of the Padres in their existing facility (Qualcomm Stadium)
as reflected in financial information provided by the Padres to the City, the financial results of the Padres would be
adversely affected if the Set-Off were implemented in full. While the Padres have informed the City that the Padres
believe that revenues from operations will increase in the new Ballpark Facility, nonetheless there can be no
assurance that the full implementation of the Set-Off would not prospectively adversely affect the operating results
of the Padres in the new Ballpark Facility. '

As indicated above, neither the Padres nor JMIR have a financing commitment for the Boutique
Hotel or the Boutique/Value-Oriented Hotel, In addition, they are negotiating a new financing commitment for the
Four Star Hotel, which they will not use unless they obtain a substantial equity commitment from a third-party
investor (they hope to obtain this commitment from the prospective operator). This could adversely affect the
generation of TOT from these hotels, which amounts could be used to partially pay Base Rental Payments under the
Ballpark Facility Lease (which would be used to partially pay debt service on the Ballpark Bonds).

As indicated above, the City is entitled to a Set-Off against its annual O&M Expenses .in the event
any of the Phase 1 hotels is not built. However, the parties have agreed that the total annual TOT projected to be
produced by all the Phase 1 hotels, is expected to exceed the available annual Set-Off amount of 0§LM Exper}scs
within three years of the opening of the Ballpark, if the hotels had been opened for operations in a timely fashion.
Accordingly, the City has obtained an agreement (the “TOT Guaranty”) with John Moores (the principal owner of
the Padres) and the Padres, as co-obligors (the “Obligors”), whereby, if the Four Star Hotel is not open and
operating by April 1, 2004 (regardless of whether the Ballpark is completed) then in August of 2004, and in Auggst
of each subsequent year, to and including August 2008, each of the Obligors would be obligated to pay to the City
the amount, if any, by which an agreed-upon schedule of TOT for the prior fiscal year ending June 30, less TOT
actually produced by the Phase 1 hotels in the same fiscal year, exceeds the City’s annual O&M Expense for the
same fiscal year. The TOT Guaranty will not become effective unless and until the Disposition and Development
Agreement between the Redevelopment Agency and JMIR for the development of the Four Star Hotel has been
extended to and including December 31, 2003, the date by which the Padres must present evidence of financing for

. the Four Star Hotel. The City belicves that such extension will occur before the end of March 2002.

If the TOT Guaranty becomes effective, it will terminate upon the earlier of (a) the opening and
commencement of operations of the Four Star Hotel; or (b) June 30, 2008. If the Disposition and Development
Agreement between the Redevelopment Agency and JMIR for the development of the Four Star Hotel is extended
beyond December 31, 2003, the TOT Guaranty will terminate upon the earlier of (a) the opening and
commencement of eperations for the Four Star Hotel; or (b) 54 months afier the expiration of the Four Star Hotel
Disposition and Development Agreement. Even if the TOT Guaranty is terminated, or does not become effective,
the Set-Off will remain effective. The TOT Guaranty will be an unsecured obligation, and there is no fimit on any
additional obligations or indebtedness which either of the Obligors can incur while this commitment is outstanding.
Based upon their current level of operations as reflected in financial information provided by the Padres, the Padres
would be unable to perform under the TOT Guaranty if they were called upon to do so. While the Padres have
informed the City that the Padres believe that revenues from operations will increase in the new Ballpark Facility,
there can nonetheless be no assurance that the Padres would be able to perform the TOT Guaranty should they be
called upon to do so. The City belicves that John Moores currently would be able to perform the TOT Guaranty if it
were currently in place. The amount of payments to the City under the TOT Guaranty (over and above the Set-Off)

would range from a low of no payment for the years of 2004 and 2005 to a high of approximately $900,000 for the
year of 2008, when it expires.

For discussion regarding the revenues generated from the Ancillary Development, see “Revenues
Generated from Ancillary Development.”

Mixed-Use Development

In addition to the hotels and the office complexes, the Ancillary Development provic:ies for fhe
development of the East Village Square. The East Village Square will surround the 'Park and will provide
panoramic views of the Ballpark Facility. The design of the East Village Square includes two levels of
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retail/restaurant space of approximately 100,000 square feet, office or residential space totaling approximately
200,000 square feet, and 336 subterranean parking spaces. Land acquisition costs relating to the East Village Square
are included in the currently estimated amount for the land acquisition for the Ballpark Project. The Redevelopm‘cnt
Agency has acquired or has orders of immediate possession on all parcels comprising the East Vil!a_ge Square site,
and is currently performing remediation activities with respect to some of the parcels. It is antlfnpated that ﬂ!e
Redevelopment Agency will convey the parcels to the developer in December 2002. The East Village Square is
anticipated to be completed by April 2004, The Padres have not yet secured any financing for the development of
East Village Square.

P1 Parking Garage

The P1 Parking Garage is planned to be an approximately 1,109-space garage located on
approximately 50,000 square feet of the block bounded by 10% Avenue, 11* Avenue, Island Avenue and J Street.
One hundred-nine of the parking spaces are reserved for residential development on the remaining portion of the
block. One thousand of the parking spaces will be dedicated to use for events at the Ballpark. The City will
purchase or cause to be purchased the land for the P1 Parking Garage. Pursuant to the Implementation Agreement,
the Padres will lease such land from the City and develop and construct the P1 Parking Garage. It is anticipated that
construction will begin in April 2003 and be completed by March 2004. The City Council will consider an

amendment to the Implementation Agreement which would require the Padres (rather than the City) to acquire the
land for the P1 Parking Garage.

Other Parking

Additional parking will be available on the block bounded by 6th Avenue, 7th Avenue, K Street
and L Street, which will provide some parking for the Four Star Hotel, either as surface parking or a subterrancan
structure. Parking on the surface of a subterranean structure will be available for use by the general public. The
Redevelopment Agency owns the parking site,

Revenues Generated from Ancillary Development

When Phase 1 is completed, the City anticipates that certain revenues will be generated as a resylt
of such new hotels from the TOT which is levied by the City on the hotel/motel rent of visitors staying in the City
for less than one month. Although the City expects to receive such revenues, neither the timing nor the amount of
these revenues can be predicted. In addition, while TOT revenues comprise a portion of the general funds from
which Base Rental Payments will be made, neither TOT revenues (whether generated from the Phase 1 hotels or
elsewhere) nor any other revenues of the City are pledged to pay Base Rental Payments or to the payment of the
2002 Bonds. See APPENDIX A—THE CITY OF SAN DIEGO—Economic and Demographic Information—
Tourism for certain information about TOT. Due to the historical nature of this information, it does not ref!ect
potential negative ‘consequences of the recent downturn of the economies in the State of California and United
States, or the potential negative impact on tourism and convention activity due to the Attacks. See “PRINCIP{\L
PARTICIPANTS IN THE DEVELOPMENT OF THE BALLPARK PROJECT-—The City” for information
regarding significant declines in TOT revenues for the first quarter of the current fiscal year as compared to the same
period-in the prior fiscal year. Further, if there are significant delays in construction of the Phase 1 hotels by. the
Padres or JMIR duc to inability to obtain financing, the City will be entitled to the Set-Off, and the only d_lrect
payment the City will reccive will be the amounts contemplated under the TOT Guaranty (if it becomes cffective),
both of which are based on an agreed-upon schedule of projected TOT for each of the Phase 1 hotels. Sec “Hotels”
for a more complete description of the Set-Off and TOT Guaranty.

In addition to TOT, the City anticipates that Phase 1 will generate other tax revenues, such as.sales
tax and property tax revenues, the latter of which would financially benefit the Redevelopment Agency exclusgvely.
While the City expects such revenues to be generated, neither the timing nor the amount can be predicted.
Furthermore, while sales tax revenues comprise a portion of the general funds from which Base Rental Payments
will be made, neither sales tax revenues nor any other revenues are pledged to the registered owners of the 2002
Bonds. See APPENDIX A — THE CITY OF SAN DIEGO for certain information about tax revenues.
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THE 2002 BONDS

Description of the 2002 Bonds

The 2002 Bonds will be (i) executed and delivered in the aggregate principal amount of
$169,685,000; (ii) dated the date of delivery; (iii) payable as to interest from the date of delivery at the rates set forth
on the inside cover page hereof, semi-annually on each February 15 and August 15 (each an “Interest Payment
Date”), commencing August 15, 2002; and (iv) will mature on February 15 in each of the designated years and in
the principal amounts shown on the inside cover page hereof. [Initially, the 2002 Bonds will be delivered in
certificated form in minimum denominations of $1 million and integral multiples of $5,000 in excess thereof. Under
certain circumstances, certificates for the 2002 Bonds will be calied in and thereafter transfers will occur through
book-entry, as more fully described in APPENDIX E - BOOK-ENTRY SYSTEM, and sold in minimym
denominations of $5,000 and integral multiples of $5,000 in excess thereof. For additional information regarding
the circumstances under which certificates for the 2002 Bonds will be called in, see “PLAN OF DISTRIBUTION”
and APPENDIX J - FORM OF INVESTOR REPRESENTATION LETTER.

Redemption Provisions
Extraordinary Redemption

The 2002 Bonds are subject to redemption, in whole or in part, on any date, from prepaid Base
Rental Payments made by the City from Net Proceeds received by the City pursuant to the title insurance policies
required to be maintained under the Ballpark Facility Lease or due to a casualty loss or award in eminent domain for
any portion of the Leased Property, at a redemption price equal to the principal amount thereof together with
accrued interest to the date fixed for redemption, without premium. The Ballpark Facility Lease requires the City to
apply casualty insurance proceeds to repair, reconstruct or replace the Leased Property if to do so would fully restore
the Leased Property. In the event that the casualty insurance proceeds are not sufficient to fully restore the Leased
Property, the City may elect to budget and appropriate additional funds and fully restore the Leased Property. If the
City does not make such an ¢lection and the available casualty proceeds are at least sufficient to redeem all of the
Outstanding 2002 Bonds, at par plus accrued interest, then the proceeds shall be used for that purpose. In the event
the proceeds are not so sufficient, the City may elect to budget and appropriate additional funds so that the available
casualty proceeds and the additional funds are sufficient to redeem all of the Outstanding 2002 Bonds at par plus
accrued interest, Further, the Ballpark Facility Lease provides that if there are not sufficient Net Proceeds received
from casualty insurance so as to redeem all of the Outstanding 2002 Bonds and the City elects not to budget and
appropriate additional funds necessary to redeem all of the Outstanding 2002 Bonds, then such proceeds wjll be
used to repair, reconstruct, or replace the Leased Property. Its decision with respect to an award in condemnation or
payment under a title insurance policy will depend upon the extent of the condemnation of, or title dcfecfs relating
to, the Leased Property. If any portion of the Leased Property has been affected by condemnation or a title defect
which will result in an abatement of Base Rental Payments payable by the City under the Ballpark Facility Lease,
then the Trustee shall use Net Proceeds available from condemnation or any policy of title insurance to redeem
Outstanding 2002 Bonds. For a discussion of the insurance required to be maintained by the City, see
“BALLPARK PROJECT INSURANCE AND COMPLETION GUARANTEES” and APPENDIX C—
SUMMARY OF PRINCIPAL LEGAL DOCUMENTS-—Ballpark Facility Lease.

Optional Redemption

All of the 2002 Bonds shall be subject to optional redemption prior fo their respective stated
maturities, at par plus accrued interest but with no premium, on any date on or after February 15, 2005 at the option
of the Authority, in whole, or in part (in such maturities as are designated to the Trustee by the Authority no 'Iater
than 45 days prior to the redemption date or, if the Authority fails to designate such maturities, on a proportional
basis among maturities) on any date, from funds derived by the Authority from any source.
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Mandatory Redemption

The 2002 Bonds maturing on February 15, 2012 are also subject to redemption prior to their stated
maturity, in part by lot, from sinking account payments deposited in the Sinking Account, on each February 15 on or
after February 15, 2006 at the principal amount thereof and interest accrued thereon to the date fixed for redemption,
without premium, according to the following schedule:

Redemption Date Principal Amount
(February 15) Redeemed
2006 $ 2,125,000
2007 2,275,000
2008 2,435,000
2009 2,610,000
2010 2,800,000
2011 3,000,000
2012 3,215,000

*Maturity

The 2002 Bonds maturing on February 15, 2022 are also subject to redemption prior to their stated
maturity, in part by lot, from sinking account payments deposited in the Sinking Account, on ecach February 15 onor
after February 15, 2013 at the principal amount thereof and interest accrued thereon to the date fixed for redemption,
without premium, according to the following schedule;

Redemption Date Principal Amount
(February 15) Redeemed
2013 $ 3,445,000
2014 3,705,000
2015 3,985,000
2016 4,290,000
2017 4,615,000
2018 4,965,000
2019 : 5,345,000.
2020 5,750,000
2021 6,185,000
2022 6,655,000
“Maturity
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The 2002 Bonds maturing on February 15, 2032 are also subject to redemption prior to their stated
maturity, in part by lot, from sinking account payments deposited in the Sinking Account, on each February 15 on or
after February 15, 2023 at the principal amount thereof and interest accrued thereon to the date fixed for redemption,
without premium, according to the following schedule:

Redemption Date Principal Amount
(February 15) Redeemed
2023 $ 7,160,000
2024 7,715,000
2025 8,305,000
2026 8,945,000
2027 9,635,000
2028 10,380,000
2029 11,175,000
2030 12,040,000
2031 : 12,965,000
«2032 13,965,000

*Maturity

Method of Selection for Redemption

If less than all Outstanding 2002 Bonds are to be redeemed at any time from Net Proceeds, the
Trustee shall use the net insurance proceeds or condemnation awards attributable to the portion of the Leased
Property destroyed, damaged, stolen or taken, to redeem, on a pro rata basis among all maturities of 2002 Bonds, as
directed in writing by the City, pursuant to the Ballpark Facility Lease. Subject to the foregoing, if less than all
Outstanding 2002 Bonds maturing by their terms on any one date are to be so redeemed at any one time, the Trustee
shall select the 2002 Bonds of such maturity date to be redecemed in any manuer that it deems appropriate; provided,
however, that if the remaining Base Rental Payments will not be reasonably level after such prepayment of
Outstanding 2002 Bonds, the City shall deliver to the Trustee an Opinion of Counsel that the Ballpark Facility Lease
will continue to be a valid and binding obligation of the City after such redemption.

Notice of Redemption

Notice of redemption shall be mailed by the Trustee, not less than 30 nor more than 60 days prior
to the redemption date 1o (i) the respective registered owners of the 2002 Bonds designated for redemption at their
addresses appearing on the registration books of the Trustee by first class mail; (ji) the Securities Dcpositories.(if
any); and (jii) the Information Services. Notice of redemption to the Securities Depositories and the Information
Services shall be given by registered mail or by ovemight delivery. Each notice of redemption shall state the date of
‘such notice, the redemption price, the name and appropriate address of the Trustee, the CUSIP number (if any) of
the maturity or maturities, and, if less than all of any such maturity is to be redeemed, the distinctive certificate
numbers of the 2002 Bonds of such maturity to be redeemed and, in the case of 2002 Bonds to be redeemed in part
only, the respective portions of the principal amount thereof to be redeemed. Each such notice shall also state that
on said date there will become due and payable on each of said 2002 Bonds thereof and in the case of a 2002 Bond
to be redeemed in part only, the specified portion of the principal amount thereof to be redeemed, together with
interest accrued thereon to the redemption date, and that from and after such redemption date interest thereon shall
cease to accrue, and shall require that such 2002 Bonds be then surrendered at the address of the Trustee specified in
the redemption notice. As long as a book-entry method is used for the 2002 Bonds, such notice shall be sent by the
Trustee to the Securities Depositories for the 2002 Bonds, initially the Depository Trust Company, New York, NY
(“DTC”) or its nominee. Beneficial owners of interests in the 2002 Bonds are to receive notification of such
redemption as described in APPENDIX E—BOOK-ENTRY SYSTEM.

The Indenture provides that if notice of redemption has been duly given as provided in the
Indenture and money for the payment of the redemption price of the 2002 Bonds called for redemption is held by the
Trustee, then on the redemption date designated in such notice the 2002 Bonds shall become due and payable, and
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from and afier the date so designated, interest on the 2002 Bonds so called for redemption shall cease to accrue, and

the registered owners of such 2002 Bonds shall have no rights in respect thereof except to receive payment of the
redemption price thereof. . '

Failure by the Trustee to give notice to any one or more of the Information Services or St_wurities
Depositories, or the insufficiency of any such notices, shall not affect the sufficiency of the proceedings for
redemption. Failure by the Trustee to mail or otherwise provide notice of redemption to any one or more of the
respective registered owners of any 2002 Bonds designated for redemption shall not affect the sufficiency of the
proceedings for redemption with respect to the registered owners to whom such notice was mailed.

The terms of the notice for exercise of the Underwriter’s independent call right will be governed
by the Investor Representation Letter, in the form of APPENDIX J, to be signed by each inv?stor. See
“Independent Call Right of Merrill Lynch, Pierce, Fenner & Smith Incorporated” for additional information
regarding the Underwriter's independent call right.

Independent Call Right of Mervill Lynch, Pierce, Fenner & Smith Incorporated

The 2002 Bonds are being offered to a limited group of sophisticated institutional investors, as
described in “PLAN OF DISTRIBUTION.” Apart from the call and redemption provisions of th.e'Indenturg, fora
period up to 270 days from the time that any of the 2002 Bonds, the Indenture or the Ballpark Facility Lease is !ncld
to be invalid by the final decision of a court of last resort in any of the Ballpark Litigation (as defined and descnbpd
in “LITIGATION—Litigation Involving the Ballpark Project”), Memill Lynch, Pierce, Fenner & Smith
Incorporated, the Underwriter, will have an independent right to call the 2002 Bonds from investors, pl.'owdcd that,
among other things, such call right will be exercised on not less than 30 days nor more than 60 days notice to record
holders and must be effective as of a date which is not more than 270 days following the date of entry of such final
decision. The Underwriter will exercise its optional call right only at the direction of the City, with funds provided
by the City. The City must give notice to the Underwriter of its intention to so fund the Undefwriter within 180 days
after the entry of any such final decision. Such call right by the Underwriter will be at a price of par plus accrued

interest (but no premium). See “PLAN OF DISTRIBUTION” for additional information regarding the
Underwriter’s call right.

Debt Service Requirements

Base Rental Payments are required to be made by the City to the Trustee under the Ballpark
Facility Lease and the Assignment Agreement, for the use and possession of the Leased Property during each annual
period. The Trustee shall deposit such Base Rental Payments in the Bond Fund established under the Indenture.
Such Base Rental Payments, if paid in full, will be sufficient, in both time and amount, to pay when due the
principal of and interest on the 2002 Bonds. Pursuant to the Indenture, the Trustee will, on each Interest Payment

Date, apply funds available in the Bond Fund in the amounts required to make principal and interest payments due
on the 2002 Bonds.

The following table presents the debt service requirements with respect to the 2002 Bonds. For
additional information, see “SECURITY AND SOURCES OF PAYMENT FOR THE 2002 BONDS—Base
Rental Payments Payable by the City.”
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Public Facilities Financing Authority
of the City of San Diego
Lease Revenue Bonds, Series 2002
(Ballpark Project)

Debt Service Payment Schedule®

Bond
Payment Fiscal Year
Dates Priacipal Interest®™ Total Debt Service  Total Debt Service
08/15/02 6,457,637.50 6,457,637.50
02/15/03 6,457,637.50 6,457,637.50 12,915,275.00
08/15/03 6,457,631.50 6,457,637.50
02/15/04 6,457,637.50 6,457,637.50 12,915,275.00
08/15/04 6,451,637.50 6,457,637.50 °
02/15/05 6,457,631.50 6,457,637.50 12,915,275.00
08/15/05 6,457,637.50 6,457.637.50
02/15/06 2,125,000.00 6,457,637.50 8,582,637.50 15,040,275.00
08/15/06 . 6,381,668.75 6,381,668.75
02/15/07 2,275,000.00 6,381,668.75 8,656,668.75 15,038,337.50
08/15/07 6,300,337.50 6,300,337.50
02/15/08 2,435,000.00 6,300,337.50 8,735,337.50 15,035,675.00
08/15/08 6,213,286.25 6,213,286.25
02/15/09 2,610,000.00 6,213,286.25 8,823,286.25 15,036,572.50
08/15/09 6,119,978.75 6,119,978.75
02/15110 2,800,000.00 6,119,978.75 8,919,978.75 15,039,957.50
08/15/10 6,019,878.75 6,019,878.75
02/1511 3,000,000.00 " 6,019,878.75 9,019,878.75 15,039,757.50
08/15/11 5.912,628.75 5,912,628.75
02/15/12 3,215,000.00 5.912,628.75 9.127,628.75 15,040,257.50
08/15/12 5,797,692.50 5.797,692.50
02/15/13 3,445,000.00 5,797,692.50 9,242,692.50 15,040,385.00
08/15/13 5,666,782.50 5,666,782.50
02/15/14 3,705,000.00 5,666,782.50 ' 9,371,782.50 15,038,565.00
08/15/14 5.525,992.50 5,525,992.50
0215115 3,985,000.00 5,525,992.50 9,510,992.50 15,036,985.00
. 08/1515 5,374,562.50 5,374,562.50
02/1516 4,290,000.00 5,374,562.50 9,664,562.50 15,039,125.00
08/15/16 5,211,542.50 5.211,542.50
02/15/17 4,615,000.00 5,211,542.50 9,826,542.50 15,038,085.00
08/15/17 5,036,172.50 5,036,172.50
. 02/1518 4,965,000.00 5,036,172.50 10,001,172.50 15,037,345.00
08/15/18 4,847,502.50 4,847,502.50
0211519 5,345,000.00 4,847,502.50 10,192,502.50 15,040,005.00
08/15119 4,644,392.50 4,644,392.50
02/15/20 5,750,000.00 4,644,392.50 10,394,392.50 15,038,785.00
08/15/20 4,425,892.50 4,425,892.50
0215121 6,185,000.00 4,425,892.50 10,610,892.50 15,036,785.00
08/15/21 4,190,862.50 4,190,862.50
02/15/22 6,655,000.00 4,190,862.50 10,845,862.50 15,036,725.00
08/15/22 3,937,972.50 3,937,972.50
02/15/23 7,160,000.00 3,937,972.50 11,097,972.50 15,035,945.00
08/15/23 . 3,662,312.50 3,662,312.50
02/15/24 7,715,000.00 3,662,312.50 11,377,312.50 15,039,625.00
08/15/24 3,365,285.00 3,365,285.00
02/15/25 8,305,000.00 3,365,285.00 11,670,285.00 15,035,570.00
08/15/25 3,045,542.50 3,045,542.50
02/15126 8,945,000.00 3,045,542.50 11,990,542.50 15,036,085.00
08/15/26 2,701,160.00 2,701,160.00
0215127 9,635,000.00 2,701,160.00 12,336,160.00 15,037,320.00
08/15/27 2,330,212.50 2,330,212.50
02/15/28 10,380,000.00 2,330,212.50 12,710,212.50 15,040,425.00
08/1528 1,930,582.50 1,930,582.50
02/15/29 11,175,000.00 1,930,582.50 13,105,582.50 15,036,165.00
08/15/29 1,500,345.00 1,500,345.00
02/15/30 12,040,000.00 1,500,345.00 13,540,345.00 15,040,690.00
08/15/30 ©1,036,805.00 1,036,805.00
02/15/31 12,965,000.00 1,036,805.00 14,001,805.00 15,038,610.00
08/15/31 . 537,652.50 537,652.50
02/15/32 13,965,000.00 537,652.50 14,502,652.50 15,040,305.00
TOTALS $169,685,000.00 $275,095,187.50 $444,780,187.50 $444,780,187 50

(1) The Base Rental Payments under the Ballpark Facility Lease will be paid not later than three Business Days before each February 15 and
August 15 of a fiscal year in amounts sufficient to pay when due the principal and interest on the 2002 Bonds.  Principal and interest
payments will be made in accordance with this Debt Service Payment Schedule. i

(2) A portion of interest payable on the 2002 Bonds for approximately 30 months from the date of issuance of the 2002 Bonds will be paid from
the pr;)ceeds of the issuance of the 2002 Bonds (with the balance being paid from Base Rental Payments payable under the Ballpark Facility
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Additional Bonds

The Authority may at any time issue Additional Bonds payable from Revenues as provided in the
Indenture and secured by a pledge of Revenues on a parity with the pledge securing the Outstanding 2002 Bonds,
subject to approval of the Bond Insurer and to the satisfaction of certain conditions set forth in the Indenture,
including the following:

@) The Authority shall be in compliance with all agreements and covenants contained in the
Indenture and no event of default shall have occurred and be continuing under the Ballpark Facility Lease.

(i.i) The issuance of such Additional Bonds shall have been authorized by the Autho'rity and
shall have been provided for by a Supplemental Indenturc which shall specify, among other things, the following:

(a) The purpose for which such Additional Bonds are to be issued; provided,
however, that proceeds of such Additional Bonds shall be applied solely for the purpose of (i) financing,
acquiring, constructing, maintaining, operating, improving and leasing the Ballpark Project, including
payment of all costs incidental to or connected with such financing (including interest during construction);
(i) increasing the Reserve Requirement; and/or (iii) refunding any Bonds or Additional Bonds, then
Outstanding, including payment of all costs incidental to or connected with such refunding;

(b) The amount to be deposited from the proceeds of sale of such Additional Bonds
in the Reserve Account, which amount shall be sufficient to cause the amount on deposit in the Reserve
Account including any amount evidenced by a surety or other authorized credit instrument,

(iii) The Balipark Facility Lease shall have been further amended so as to increase the
aggregate Base Rental Payments payable by the City thereunder by an amount at least sufficient to pay the interest
on and principal of such Additional Bonds as the same become due, subject to the limitation that the increase in
Base Rental together with existing Base Rental Payments shall not in any year be in excess of the annual fair rental
of the Leased Property determined as of the time the Additional Bonds are issued.

@iv) The Authority shall have received confirmation in writing from the Rating Agencies then
providing a rating on any Outstanding Bonds that the issuance of such Additional Bonds will not, in and of itself,
cause a downgrading or withdrawal of such rating. The Authority need not seek such a confirmation in writing for
Additional Bonds issued for the purpose of refunding the Qutstanding Bonds if the annual amount of interest and
principal, including sinking fund payments, payable on the Additional Bonds does not exceed the comesponding
amount of such payments on the Outstanding Bonds being refunded, provided that the term of the Additional Bonds
does not exceed the term on the Outstanding Bonds being refunded.

Pursuant to the MOU, the City is to provide an investment of not more than $225.0 million toward
the construction of the Ballpark Project. Any increase in the City’s financial commitments to the construction of the
Ballpark Project above the $225.0 million amount, including, if applicable, the issuance of Additional Bonds, would
require the affirmative vote of a majority of the electorate of the City voting at an election held for that purpose. For
additional information with respect to the issuance of Additional Bonds under the Indenture, see APPENDIX C—
SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—The Indenture. -

LEASED PROPERTY

Pursuant to the Ballpark Facility Lease, the City will be obligated to make Base Rental Payments
for the use and occupancy of the Leased Property. The Leased Property consists of the Ballpark Facility, and the

land on which it is located (the “Site”), excluding certain components of the Ballpark Facility that are to be owned
by the Padres,

The Redevelopment Agency acquired all of the property that comprises the Site, and conveyed
such property to the City on January 25, 2002. The property comprising the Site has recently been appraised at
$60.0 million. See “THE BALLPARK PROJECT—Land Acquisition Program” for additional information
regarding the land acquisition process and cost estimates.
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Pursuant to the MOU, the City will severally own at least 70% of the Ballpark Facility, for whigh
the current Ballpark Facility estimate totals $294.1 million®. The Padres will own the balance of the improvement in
and to the Ballpark Facility for the term of the Joint Use and Management Agreement, after which all portions of the
Ballpark Facility owned by the Padres will automatically be transferred to the City. Sec “The BALLPARK
FACILITY—Ownership” for additional information regarding the ownership of the Ballpark Facility.

The City and the Authority may amend the Ballpark Facility Lease to substitute additional real
property and/or improvements (the “Substituted Property™) for the existing Leased Property (a “Substitution™) or to
remove real property (including undivided interest therein) or improvements from the definition of Leased Property
(a “Removal™), upon compliance with all of the conditions set forth in the Ballpark Facility Lease. After a
Substitution or Removal, the portion of the Leased Property for which the Substitution or Removal has been effected
shall be released from the leaschold encumbrance of the Ballpark Facility Lease.

SECURITY AND SOURCES OF PAYMENT FOR THE 20602 BONDS

Limited Obligations

See “BALLPARK PROJECT INSURANCE AND COMPLETION GUARANTEES—
Insurance Available for Completion of the Ballpark Project—/Insurance on Design, Construction and Timely
Completion of the Ballpark Facility” for information regarding the potential availability of insurance payments to
pay current accrued interest on the 2002 Bonds. Once substantial completion has been achieved, debt service
payments will be fully funded by Base Rental Payments payable under the Ballpark Facility Lease by the City from
its general funds after using remaining capitalized interest. Neither the 2002 Bonds nor the obligation of the City to
make Base Rental Payments under the Ballpark Facility Lease constitutes an obligation of the City for which the
City is obligated to levy or pledge any form of taxation or for which the City has levied or pledged any form of
taxation. The Authority has no taxing power. Neither the 2002 Bonds nor the obligation of the City to make such
Base Rental Payments constitutes an indebtedness of the City, the State of California or any political subdivision
thereof within the meaning of any constitutional or statutory debt limitation. or restriction, For additional

information, see “BALLPARK PROJECT INSURANCE AND COMPLETION GUARANTEES—Ballpark
Project Insurance After Construction.”

Pledged Revenues

The 2002 Bonds are payable from and secured by Revenues and certain amounts on deposit in the
funds and accounts established under the Indenture. Revenues consist primarily of all Base Rental Payments made
by the City pursuant to the Ballpark Facility Lease. Base Rental Payments shall be paid by the City from any and all
legally available funds. The City has covenanted under the Ballpark Facility Lease to take such action as may be
necessary to include all Base Rental Payments and certain additional rental payments (“Additional Rental
Payments”) due under the Ballpark Facility Lease in its operating budget for each fiscal year and to make ail
necessary appropriations for such Base Rental Payments and Additional Rental Payments and, to the extent
permitted by law, the City covenants to take such action as may be necessary to amend or supplement the budget
appropriations for payments under the Ballpark Facility Lease at any time and from time to time during any fiscal
year in the event that the actual Base Rental Payments and Additional Rental Payments paid in any fiscal year
exceeds the pro rata portion of the appropriations then contained in the City's budget. As set forth in the Indenture,
all Revenues and amounts on deposit in the funds, accounts and subaccounts established under the Indenture (other
than the Rebate Fund) arc irrevocably pledged to payment of the principal of, premium, if any, and interest on the
2002 Bonds and any Additional Bonds Outstanding; provided, however, that out of Revenues there may be allocated
such sums for such purposes as are expressly permitted by the [ndenture.

The City’s obligation to make Base Rental Payments is subject to substantial completion of the
Ballpark Facility, the possible invalidity of the Ballpark Facility Lease, and to abatement if, by reason of material
damage to, destruction or condemnation of, or title defect with respect to, the Leased Property, there is substantial
interference with the City’s right to use and possess the Leased Property. For additional information, see “RISK
FACTORS-—Abatement” and “LITIGATION—Litigation Involving the Ballpark Project.” Further, any

* See “THE BALLPARK PROJECT—Ballpark Facility—Ballpark Facility Design/Build Contract” for
information regarding potential increases in the cost of construction of the Ballpark Facility due to delays in the
recommencement of construction.
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damage occasioned by carthquakes during the term of Ballpark Facility Lease, would not be insured and therefore
no rental interruption insurance would be available should an earthquake occur, since the City will not maintain

earthquake insurance. For additional information, see “RISK FACTORS—Seismic Risks and Other Events of
Force Majeure.”

Base Rental Payments Payable by the City

The 2002 Bonds are payable from Basc Rental Payments made by the City under the Ballpark
Facility Lease for the use and possession of the Leased Property during each annual period. For additional
information, see “LEASED PROPERTY.” The Indenture requires that Base Rental Payments be deposited in the
Bond Fund maintained by the Trustee. Pursuant to the Indenture, on February 15 and August 15 of each year,
commencing August 15, 2002, the Trustee will apply amounts in the Bond Fund to make principal and interest
payments with respect to the 2002 Bonds as the same shall become due and payable and in amounts sufficient to
meet the payment schedule shown under “THE 2002 BONDS—Debt Service Requirements.”

Pursuant to the Ballpark Facility Lease and the Assignment Agreement, the City is required to
make Base Rental Payments 1o the Trustee three Business Days preceding each February 15 and each August 15 in
each fiscal year during the term of the Ballpark Facility Lease, commencing August 15, 2002, in amounts sufficient
to pay when due the principal and interest payments on the 2002 Bonds. Amounts received by the Trustee will be
held as security for the payments due on the 2002 Bonds. The amount of Base Rental Payments is designed to be
sufficient to pay principal of and interest and redemption premiums, if any, on the 2002 Bonds when due. The
Ballpark Facility Lease also provides that Base Rental Payments shall be abated in whole or in part if there is
substantial interference with the City’s use and possession of any portion of the Leased Property due to damage,
destruction, title defect or condemnation. The amount of abatement shall be such that the resulting Base Rental
Payments represent fair consideration for the use and possession of the remaining portions of the Leased Property as
to which such damage, destruction, title defect or condemnation does not substantially interfere with the use and
tight of possession by the City. Such abatement shall continue for the period commencing with the date of the
substantial interference due to damage, destruction, fitle defect or condemnation and ending with the substantial
completion of the work of repair or replacement of the portions of the Leased Property so damaged, destroyed,
defective or condemned. For additional information, see “RISK FACTORS—Abatement.”

Subject to the limitations noted herein, the City is obligated to make Base Rental Payments from
any and all general funds legally available to the City, although the City’s peneral funds are not pledged to secure
the payment of Base Rental Payments. For certain economic, demographic and financial information relating to the
City, scc APPENDIX A—THE CITY OF SAN DIEGO. For certain audited financial statement information
relating to the City’s general funds, sec APPENDIX B—EXCERPTS FROM THE CITY’S
COMPREHENSIVE ANNUAL FINANCIAL REPORT FOR THE FISCAL YEAR ENDED JUNE 30, 2001,

Debt Service Reserve Account

The Reserve Account is established within the Bond Fund under the Indenture. The Rescrve
Account for the 2002 Bonds and any Additional Bonds shall each be funded in an amount as of any date of
calculation equal to the least of: (i) 10% of the stated principal amount of the 2002 Bonds; (ii) Maximum Annual

Debt Service for the current or any future Bond Year; or (iii) 125% of average Annual Debt Service (the “Reserve
Requirement™).

The City may satisfy all or part of the Reserve Requirement with a line of credit, letter of credit,
insurance policy, surety, or other credit source deposited with the Trustee and rated not lower than Aa/AA by the
Rating Agencies, subject to the further requirements of the Indenture. For additional information, see APPENDIX
C—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—The Indenture.

All amounts in the Reserve Account shall be used and withdrawn by the Trustee for the purpose of
replenishing the Interest Account or the Principal Account in such order, in the event of any deficiency at any time
in either of such accounts, or for the purposes of paying the principal of and interest and redemption premiums, if
any, on the 2002 Bonds and any Additional Bonds in the event that no other money of the Authority is lawfully
available therefore, or for the retirement of all the 2002 Bonds and any Additional Bonds then Qutstanding. All
interest income received by the Trustee from the investment of moneys in the Reserve Account shall be transferred
to the Interest Account of the Bond Fund; provided, however, that such interest income shall be transferred to the
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Rebate Fund as and when required by the Indenture and retained in the Reserve Account to the extent that amounts
therein have been transferred to make up a deficiency in the Interest Account or the Principal Account. For
additional information, see APPENDIX C—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS.

The Reserve Account for the 2002 Bonds will be funded initially from the proceeds of the 2002
Bonds in an amount of $15,040,690. Fifly percent of the amount deposited in the Reserve Account may fund the
last draw of the City funds in the Design and Construction Fund, subject to timely completion, whereupon the Bond
Insurer will issue 2 municipal bond debt service reserve fund surety (the “Surety™) for an equal amount for the
Reserve Account. '

The Surety provides that upon the later of (i) one (1) day after receipt by the Bond Insurer of a
demand for payment executed by the Trustee certifying that provision for the payment of principal of or interest on
the 2002 Bonds when due has not been made or (ji) the interest payment date specified in the demand for payment
submitted to the Bond Insurer, the Bond Insurer will promptly deposit funds with the Trustee sufficient to cnable the
Trustee to make such payments due on the 2002 Bonds, but in no event exceeding the surety coverage, as defined in
the Surety. Funds in the Reserve Account will be used before the Surety is drawn upon.

Pursuant to the terms of the Surety, the Surety coverage is automatically reduced to the extent of
each payment made by the Bond Insurer under the terms of the Surety and subject to appropriation by the City
Council after the Surety has been drawn upon, the City is required to reimburse the Bond Insurer for any draws
under the Surety with interest at a market rate. Upon such reimbursement, the Surety are reinstated to the extent of
each principal reimbursement up to but not exceeding the Surety coverage. The reimbursement obfigation of the
City is subordinate to the Authority’s obligations with respect to the 2002 Bonds.

In the event the amount on deposit, or credited to the Reserve Account, exceeds the amount of the
Surety, any draw on the Surety shall be made only after all the funds in the Reserve Account have been expended.
In the event that the amount on deposit in, or credited to, the Reserve Account, in addition to the amount available
under the Surety, include amounts available under a letter of credit, insurance policy, surety, or other such funding
instrument (the “Additional Funding Instrument”), draws on the Surety and the Additional Funding Instrument, shall
be made on a pro rata basis to fund the insufficiency. The Indenture provides that the Reserve Account shall be
replenished in the following priority: (i) amounts necessary to fund the Reserve Account to the required level, after
taking into account the amounts available under the Surety and the Additional Funding Instrument shall be paid
from first available Revenues, and (ii) after all such amounts are paid in full, principal and interest on the Surety and
on the Additional Funding Instrument shall be paid from next available Revenues on a pro rata basis.

The Surety does not insure against nonpayment caused by the insolvency or negligence of the
Trustee.

For information regarding the Bond Insurer, see “Financial Guaranty Insurance Policy.”

Financial Guaranty Insurance Policy

The Bond Insurer has made a commitment to issue a financial guaranty insurance policy (the
“Financial Guaranty Insurance Policy”) relating to the 2002 Bonds effective as of the date of issuance of the 2002
Bonds. Under the terms of the Financial Guaranty Insurance Policy, the Bond Insurer will pay to The Bank of New
York or any successor thereto (the “Insurance Trustee”) that portion of the principal of and interest on the 2002
Bonds which shall become Due for Payment but shail be unpaid by reason of Nonpayment by the Issuer (as such
terms are defined in the Financial Guaranty Insurance Policy). The Bond Insurer will make such payments to the
Insurance Trustee on the later of the date on which such principal and interest becomes Due for Payment or within
one business day following the date on which the Bond Insurer shall have received notice of Nonpayment from the

Trustee. The insurance will extend for the term of the 2002 Bonds and, once issued, cannot be canceled by the Bond
Insurer,

The Financial Guaranty Insurance Policy will insure payment only on stated maturity dates and on
mandatory sinking fund installment dates in the case of principal, and on stated dates for payment, in the case of
interest.  If the 2002 Bonds become subject to mandatory redemption and insufficient funds are available for
redemption of all outstanding 2002 Bonds, the Bond Insurer will remain obligated to pay principal of and interest on
outstanding 2002 Bonds on the originally scheduled interest and principal payment dates including mandatory
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sinking fund redemption dates. In the event of any acceleration of the principal of the 2002 Bonds, the insured
payments will be made at such times and in such amounts as would have been made had there not been an
acceleration. The Financial Guaranty Insurance Policy includes an endorsement that states that, as a clarification
and not as a limitation of its obligations under the Financial Guaranty Insurance Policy, the Bond Insurer irrevocably
waives and agrees not to assert any rights or defenses, to the extent such rights or defenses may be or become
available to the Bond Insurer, to avoid payment of its obligations under the Financial Guaranty Insurance Policy due
to the illegality, uncnforceability or invalidity of the 2002 Bonds, and that all principal and interest on the 2002
Bonds that would have been payable by the Bond Insurer but for the illegality, unenforceability or invalidity of the
2002 Bonds will be deemed payable by the Bond Insurer for purposes of the Financial Guaranty Insurance Policy.

In the event the Trustee has notice that any payment of principal of or interest on the 2002 Bonds
which has become Due for. Payment and which is made to a Bondholder by or on behalf of the Issuer has been
deemed a preferential transfer and theretofore recovered from its registered owner pursuant to the Bankruptcy Code
in accordance with a final, nonappealable order of a court of competent jurisdiction, such registered owner will be

entitled to payment from the Bond Insurer to the extent of such recovery if sufficient funds are not otherwise
available.

The Financial Guaranty Insurance Policy does not insure any risk other than Nonpayment, as

defined in the Financial Guaranty Insurance Policy. Specifically, the Financial Guaranty Insurance Policy does not
cover:

Q] payment on acceleration, as a result of a call for redemption (other than mandatory sinking fund
redemption) or as a result of any other advancement of maturity;

(ii) payment of any redemption, prepayment or acceleration premivm; or

(iii) nonpayment of principal or interest caused by the insolvency or negligence of any Trustee or
Paying Agent, if any,

If it becomes necessary to call upon the Financial Guaranty Insurance Policy, payment of principal
requires surrender of 2002 Bonds to the Insurance Trustee together with an appropriate instrument of assignment so
as to permit ownership of such 2002 Bonds to be registered in the name of the Bond Insurer to the extent of the
paymeat under the Financial Guaranty Insurance Policy. Payment of interest pursuant to the Financial Guaranty
Insurance Policy requires proof of Bondholder entitlement to interest payments and an appropriate assignment of the
Bondholder’s right to payment to the Bond Insurer.

Upon payment of the insurance benefits, the Bond Insurer will become the owner of the 2002
Bond, appurtenant coupon, if any, or right to payment of principal or interest on such 2002 Bond and will be fully
subrogated to the surrendering Bondholder’s rights to payment,

In the event that the Bond Insurer were to become insolvent, any c|ajms arising under the
Financial Guaranty Insurance Policy would be excluded from coverage by the California Insurance Guaranty
Association, established pursuant to the laws of the State of California.

Ambac Assurance Corporation

Ambac Assurance Corporation is a Wisconsin-domiciled stock insurance corporation regulated by
the Office of the Commissioner of Insurance of the State of Wisconsin and licensed to do business in 50 states, the
District of Columbia, the Temitory of Guam and the Commonwealth of Puerto Rico, with admitted‘ assets of
approximately $4,988,000,000 (unaudited) and statutory capital of approximately $2,963,000,000 (unaudited) as of
September 30, 2001. Statutory capital consists of the Bond Insurer’s policyholders’ surplus and statutory
contingency reserve. Standard & Poor’s Credit Markets Services, a Division of The McGraw-Hill Companies,

Moody’s Investors Service and Fitch, Inc. have each assigned a ftriple-A financial strength rating to the Bond
Insurer.

The Bond Insurer has obtained a ruling from the Internal Revenue Service to the effect t.hat the
insuring of an obligation by the Bond Insurer will not affect the treatment for federal income tax purposes of interest
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on such obligation and that insurance proceeds representing maturing interest paid by the Bond Insurer under policy
provisions substantially identical to those contained in its financial guaranty insumn.cc policy shall be treated for
federal income tax purposes in the same manner as if such payments were made by the issuer of the 2002 Bonds.

The Bond Insurer makes no representation regarding the 2002 Bonds or the advisability of
investing in the 2002 Bonds and makes no representation regarding, nor has it participated in the preparation of, the
Offering Document other than the information supplied by the Bond Insurer and presented under the heading
“SECURITY AND SOURCES OF PAYMENT FOR THE 2002 BONDS—Financial Guaranty Insurance
Policy” and under APPENDIX H—FORM OF FINANCIAL GUARANTY INSURANCE POLICY.

Available Information

The parent company of the Bond Insurer, Ambac Financial Group, Inc. (the “(;ompany"), is
subject fo the informational requirements of the Securities Exchange Act of 1934, as amended, and in gco?rdance
therewith files reports, proxy statements and other information with the Securitics and Exchange Commission (the
“Commission”). Such reports, proxy statements and other information may be inspected and copied at the public
reference facilities maintained by the Commission at 450 Fifth Strect, N.W., Washington, D.C. 20549 and at the
Commission’s regional offices at Northwestern Atrium Center, 500 West Madison Street, Suite 1400, Chicago,
Illinois 60661. Copies of such material can be obtained from the public reference section of the Commission at 450
Fifth Street, N.W., Washington, D.C. 20549 at prescribed rates. In addition, the aforementioned material may also
be inspected at the offices of the New York Stock Exchange, Inc. (the “NYSE") at 20 Broad Street, New York, New
York 10005. The Company’s Common Stock is listed on the NYSE.

Copies of the Bond Insurer’s financial statements prepared in accordancg 'with. statutory
accounting standards are available from the Bond ]nsun;flr. The address of the Bond Insurer’s administrative offices
and its telephone number are One State Street Plaza, 191" Floor, New York, New York 10004 and (212) 668-0340.

Incorporation of Certain Documents by Reference

The following documents filed by the Company with the Commission (File No. 1-10777) are
incorporated by reference in this Offering Document;

1) The Company’s Current Report on Form 8-K dated January 24, 2001 and filed on January 24,
2001;

2) The Company’s Current Report on Forrﬁ 8-K dated March 19, 2001 and filed on March 19,
2001;

3) The Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2000
and filed on March 28, 2001;

4) The Company’s Quarterly Report on Form 10-Q for the fiscal quarterly period ended March
31, 2001 and filed on May 15, 2001; .

5) The Company's Current Report on Form 8-K dated July 18, 2001 and filed on July 23, 2001;

6) The Company's Quarterly Report on Form 10-Q for the fiscal quarterly period ended June 30,
2001 and filed on August 10, 2001; :

7) ‘The Company's Current Report on Form 8-K dated and filed on September 17, 2001;
8) The Company’s Current Report on Form 8-K dated and filed on September 19, 2001;
9) The Company's Current Report on Form 8-K dated and filed on October 22, 2001; and

10) The Company’s Quarterly Report on Form_ 10-Q for the fiscal quarterly period ended
September 30, 2001 and filed on November 14, 2001.
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All documents subsequently filed by the Company pursuant to the requirements of the Securities
and Exchange Act of 1934, as amended, after the date of this Offering Document will be available for inspection in
the same manner as described above in “Available Information”.

Ballpark Project [nsurance

Proceeds from certain insurance policies obtained during and after the construction of the Ballpark
Project as well as certain completion guarantees could provide additional sources of payment for the 2002 Bonds.
See “BALLPARK PROJECT INSURANCE AND COMPLETION GUARANTEES” for additional information
regarding such insurance and guarantees.

CONTINUING DISCLOSURE

The Authority has determined that no financial or operating data conceming the Authority is
material fo an evaluation of the offering of the 2002 Bonds or to any decision to purchase, hold or sell the 2002
Bonds and the Authority will not provide any such information. The City has undertaken all responsibilities for any
continuing disclosure to registered owners of the 2002 Bonds as described below, and the Authority shall have no
liability to the registered owners of the 2002 Bonds or any other person with respect to Rule 15¢2-12(b)(5) of the
Securities and Exchange Commission under the Securities Exchange Act of 1934 (the “Rule™).

The City has covenanted for the benefit of registered owners and Beneficial Owners of the 2002
Bonds to provide certain financial information and operating data refating to the City by not later than 285 days
following the end of the City’s Fiscal Year (which Fiscal Year currently ends on June 30) (the “Annual Report”),
commencing with the City’s Annual Report for the fiscal year ended June 30, 2001, and to provide notices of the
occurrence of certain enumerated events, if material. For the fiscal year ended June 30, 2001 Annual Report, the
City will submit a copy of this Offering Document and the audited financial statements of the City for the same
period to meet this obligation. Each Annual Report will be filed by the City with each Nationally Recognized
Municipal Securities Information Repository and the State Repository. Currently, there is no State Repository. The
notices of material events will be filed by the City with the Municipal Securities Rulemaking Board, each Nationally
Recognized Municipal Securities Information Repository and the State Repository. The specific nature of the
information to be contained in the Annual Report or the notices of material events is summarized in APPENDIX
G—FORM OF CONTINUING DISCLOSURE AGREEMENT. The City has never failed to comply in all

material respects with any previous undertakings with regard to said Rule to provide annual reports or notices of
material events.

TAX MATTERS

Due to the pendency of the Ballpark Litigation (as defined and described in “LITIGATION—
Litigation Involving the Ballpark Project”), Orrick, Herrington & Sutcliffe LLP (“Orrick”), Los Angcles,
California and Webster & Anderson, Qakland, California (collectively, “Co-Bond Counsel™), are providing a
qualified opinion as to whether the interest on the 2002 Bonds is excluded from gross income for federal income tax

purposes under Section 103 of the Internal Revenue Code of 1986 (the “Code™) and from State of California
personal income taxes. o

Subject to the outcome of the Ballpark Litigation in favor of the City, in the opinion of Co-Bond
Counsel, based upon an analysis of existing laws, regulations, rulings, and court decisions, and assuming, among
other matters, the accuracy of certain representations and compliance with certain covenants, interest on the 2002
Bonds, including original issue discount properly allocable to each owner thereof, if any, is excluded from gross
income for federal income tax purposes under Section 103 of the Code and is exempt from State of California
personal income taxes. With the same qualification, Co-Bond Counsel are of the further opinion that interest on the
2002 Bonds is not a specific preference item for purposes of the federal individual or corporate alternative minimum
taxes, although Co-Bond Counse} observe that such interest would be included in adjusted current earnings when
calculating corporate alternative minimum taxable income. A complete copy of the proposed form of opinion of
Co-Bond Counsel is set forth in APPENDIX I hereto.

To the extent the issue price of any maturity of the 2002 Bonds is less than the amount to be paid
at maturity of such 2002 Bonds (excluding amounts stated to be interest and payable at lex.ist annually over the term
of such 2002 Bonds) the difference constitutes “original issue discount,” the accrual of which, to the extent properly
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allocable to each owner thereof, is treated as interest on the 2002 Bonds which is excluded from gross income for
federal income tax purposes and State of California personal income taxes. For this purpose, the issue price of a
particular maturity of the 2002 Bonds is the first price at which a substantial amount of such maturity of the 2002
Bonds is sold to the public (excluding bond houses, brokers, or similar persons or organizations acting in {he
capacity of underwriters, placement agents or wholesalers). The original issue discount with respect to any maturity
of the 2002 Bonds accrues daily over the term to maturity of such 2002 Bonds on the basis of a constant interest rate
compounded semiannually (with straight-line interpolations between compounding dates). The accruing original
issue discount is added to the adjusted basis of such 2002 Bonds to determine taxable gain or loss upon disposition
(including sale, redemption, or payment on maturity) of such 2002 Bonds. Owners of the 2002 Bonds should
consult their own tax advisors with respect to the tax consequences of ownership of 2002 Bonds with original issue
discount, including the treatment of purchasers who do not purchase such 2002 Bonds in the original offering to the
public at the first price at which a substantial amount of such 2002 Bonds is sold to the public.

The 2002 Bonds purchased, whether at original issuance or otherwise, for an amount higher than
their principal amount payable at maturity (or, in some cases, at their earlier call date) (“Premium Bonds™) will be
treated as having amortizable bond premium. No deduction is allowable for the amortizable bond premium in the
case of bonds, like the Premium Bonds, if the interest on which is excluded from gross income for federal income
tax purposes. However, the amount of tax-exempt interest received, and a purchaser’s basis in a Premium Bond,
will be reduced by the amount of amortizable bond premium properly allocable to such purchaser. Owners of
Premium Bonds should consult their own tax advisors with respect to the proper treatment of amortizable bond
premium in their particular circumstances.

The Code imposes various requirements that must be met in order for interest on the 2002 Bonds
to be excluded from gross income for federal income tax purposes, The City made representations related to certain
of these requirements and has covenanted to comply with certain of these requirements, subject to the outcome of
the Ballpark Litigation. Inaccuracy of these representations or failure to comply with these covenants may result in
interest on the 2002 Bonds being included in gross income for federal income tax purposes, possibly from the date
of original issuance of the 2002 Bonds. The opinion of Co-Bond Counsel assumes the accuracy of these
representations and compliance with these covenants, Co-Bond Counsel have not undertaken to determine (or to
inform any person) whether any actions taken (or not taken) or events occurring (or not occurring) after the date of
issuance of the 2002 Bonds may adversely affect the value of, or the tax status of interest on, the 2002 Bonds.

Certain requirements and procedures contained or referred to in the Indenture, the Tax Certificate
and other relevant documents may be changed and certain actions (including, without limitation, defeasance of the
2002 Bonds) may be taken or omitted under the circumstances and subject to the terms and conditions set forth in
such documents. Co-Bond Counsel express no opinion as to any 2002 Bond or the interest thereon if any such

change occurs or action is taken or omitted upon the advice or approval of bond counsel other than Co-Bond
Counsel.

Although Co-Bond Counsel are of the qualified opinion that interest on the 2002 Bonds is
excluded from gross income for federal income tax purposes and is exempt from State of California personal income
taxes, the ownership or disposition of, or the accrual or receipt of interest on, the 2002 Bonds may otherwise affect a
beneficial owner’s federal or state tax liability. The nature and extent of these other tax consequences will depend
upon the particular tax status of the beneficial owner or the beneficial owner's other items of income or deduction.
Co-Bond Counsel express no opinion regarding any such other tax consequences.

In addition, no assurance can be given that any future legislation, including amendments to the
Code, if enacted into law, or changes in interpretation of the Code, will not cause interest on the 2002 Bonds to be
subject, directly or indirectly, to federal income taxation, or otherwise prevent owners of the 2002 Bonds from
realizing the full current benefit of the tax status of such interest. Prospective purchasers of the 2002 Bonds should
consult their own tax advisors regarding any pending or proposed tax legislation. Further, no assurance can be given
that the introduction or enactment of any such future legislation, or any action of the Internal Revenue Service
(“IRS™), including but not fimited to regulation, ruling, or selection of the 2002 Bonds for audit examination, or the
course or result of any IRS e€xamination of the 2002 Bonds, or obligations which present similar tax issues, will not
affect the market price for the 2002 Bonds.
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LEGAL OPINIONS

Co-Bond Counsel will render a qualified opinion with respect to the validity of the 2002 Bonds
and as to whether the interest on the 2002 Bonds is excluded from gross income for federal and California personal
income taxes as being subject to the outcome of the Ballpark Litigation (as defined and described in
“LITIGATION—Litigation Involving the Ballpark Project”). A complete copy of the proposed opinion of Co-
Bond Counsel is set forth in APPENDIX I hereto. Orrick has provided separate legal analyses and opinions relating
to several of the issues raised in the Ballpark Litigation, as set forth in APPENDIX F hereto. Certain legal matters
also will be passed upon for the Authority and the City by the City Attorney, for the Underwriter by its internal
counsel and by O°Melveny & Myers LLP and for the Bond Insurer by its internal counsel.

LITIGATION

General

Other than as disclosed below, there is no litigation against the Authority or the City pending or, to
the knowledge of the officers of the Authority and the City, threatened, in any court or other tribunal of competent
jurisdiction, state or federal, in any way (i) restraining or enjoining the issuance, sale or delivery of any of the 2002
Bonds; (i) questioning or affecting the validity of the 2002 Bonds; (iii) questioning or affecting the validity of any
of the proceedings for the authorization, sale, execution or delivery of the 2002 Bonds; or (iv) questioning or
affecting the validity or enforceability of the Ballpark Facility Lease or the Indenture. To the knowledge of the
Authority, the City and the City Attorney, there are pending against the City lawsuits and claims arising in the
ordinary course of the City’s activities which, taken individually or in the aggregate, could materially affect the
City’s finances. However, other than as disclosed below, taking into account insurance and sclf-insurance reserves
expected to be available to pay liabilities arising from such actions, the City does not expect any or all of such
claims to have a material adverse effect on its ability to make Base Rental Payments when due.

Litigation Involving the Ballpark Project

There are two actions pending in which alleged conflicts of interest of a former City Council
member (the “Member”) are addressed. The first of these actions is Skane v. City of San Diego (San Diego County
Superior Court, Case No. GIC 752505), a taxpayers lawsuit (“Skane™), and the second is City of San Diego, et al.v.
All Persons Interested (San Diego County Superior Court, Case No. GIC 763487) (“All Persons™), a validation
action brought by the City. A third pending action, Simmons v. City of San Diego, et al. (San Diego Qounty
Superior Coutt, Case No. GIC 779299), (“Simmons”), is a purported “reverse” validation action (“Validation
Action”) and a “citizen resident action” brought against the City, the Authority and others. The plaintiff in Simmons
alleges that (i) the MOU has been changed in ways requiring voter approval and no such voter approval was
obtained and (ii) a prohibited personal financial interest existed between a member of the Board of Directors of
CCDC (the “Director”) and the Padres. Skane, All Persons and Simmons (collectively, the “Batlpark Litigation™)
are discussed in more detail below.

In addition, there is pending fitigation that could affect the City's ability to sell the Surface
Parking Lots. See “RISK FACTORS—Ballpark Project Funding and Completion Risks—Litigation Affecting
the Ballpark Project Could Cause Further Delays in Completion.”

Skane v. City of San Diego

In the spring of 2000, prompted in part by newspaper articles, a taxpayer action was brought
against the City and others alleging among other things that the Member had received financial remuneration from
the Padres or controlling persons of the Padres in return for (a) divulging to the Padres the confidential deliberations
by the City regarding its negotiations with the Padres, and (b) voting in favor of a variety of resolutions and an
ordinance (both as a City Council member and as a member of the Board of the Redevelopment Agency) which
approved a series of documents relating to the Ballpark Project, including the Ballpark Facility Lease, the Site

" Lease, the Assighment Agrecment and the Indenture under which the 2002 Bonds are to be issued (collectively, the
“Financing Documents”),
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The plaintiff, among other things, alleged violations of California state law (the “Conflicts Law™)
which prohibits, among others, members of a city council having a prohibited financial interest in contracts made by
them in their official capacity or by any body of which they are members. The Conflicts Law also provides that any
contract made in violation of the prohibition section may be voided at the instance of any party except the “officer
having an interest in the contract.” Plaintiff sought to have the actions taken by the City Council and the
Redevelopment Agency which, among other things, approved the Financing Documents and the 2002 Bonds,
declared invalid and void under the Conflicts Law. The trial court, in response to motions by the City, concluded
that merely receiving gifts and expectation of future gifis in exchange for voting in favor of the contracts which may
benefit the Padres were not the type of indirect contractual interests that the Conflicts Law was intended to prohibit.

Accordingly, the trial court summarily dismissed the action. The plaintiff in Skane has appealed from this dismissal
to the Court of Appeal.

City of San Diego, et al. v. All Persons Interested

On January 29, 2001, the Member pled guilty to two misdemeanor violations of the California
Political Reform Act (which is different from the Conflicts Law) and resigned from the City Council. In addition, in
December 2000, four newly elected Council members and a newly elected mayor replaced four sitting Council
members and the mayor, all of whose term limits had been reached. In February 2001, one additional new Council
member was clected to fill the balance of the term of another Council member who was elected to the State
Legislature. On March 6, 2001, the newly constituted City Council (with two incumbents from the prior Council)
adopted an ordinance and a resolution, and the Redevelopment Agency adopted a resolution (collectively, the
“Ratifying Acts”). The ordinance ratified the earlier ordinance which had approved the Financing Documents, the
2002 Bonds and the overall structure of the financing. The resolutions ratified a variety of other actions which the
Council or the Redevelopment Agency had taken regarding the Ballpark Project or the Padres while the Member
was sitting as a member of the City Council and as a member of the goveming body of the Redevelopment Agency.
Shortly afier the adoption of the Ratifying Acts, the City and the Redevelopment Agency filed the All Persons action
seeking to validate the Ratification Acts and all prior City and Redevelopment Agency actions ratified and approved
by the Ratification Acts, including prior approvals of Financing Documents.

Subsequently, a citizen filed a motion to quash service of summons challenging sufficiency of the
summons published by the City upon the commencement of All Persons, for uncertainty. Another citizen filed a
demurrer which, among other things, alleged that the action of the City Council occurred more than sixty days prior
to the validation complaint’s filing and thus could not be validated under the relevant state law. That same citizen
later filed a Cross-Complaint alleging (i) that the Member’s conduct as to gifts and favors from the Padres or their
owners violated the City’s Charter (Section 94); and (ii) that the Council action and the contracts regarding the
Padres or the Ballpark Project, authorized during the period the Member was a Council member, were void. A third
citizen also answered the validation complaint. Through a series of summary actions by the trial court, it found that
the summons was sufficiently specific and the City Council and the Board of the Redevelopment Agency, through
the Ratification Acts, properly and legally ratified the acts of the prior City Council and Redevelopment Agency
Board and effectively eliminated any taint specifically related to the Member arising under the Conflicts Law or the
City's Charter. Appeals with the Court of Appeal have been filed by two of the citizens in All Persons.

The Court of Appeal review of Skane and All Persons has been consolidated and will be heard as a
single appeal. The Court of Appeal will likely decide this appeal during 2002, and any decision could become final
by the end of 2002 if the California State Supreme Court denies discretionary review. However, should the
California State Supreme Court grant discretionary review of any Court of Appeal decision, a final resolution by that
Court could take upwards of two more years after a final decision by a Court of Appeal. The time to final

disposition could be even longer if the matters were sent back to a trial court for further proceedings and thereafier
appecaled again,

Simmons v. City of San Diego, et al.

MOU and CCDC Director Matter Challenges. On December 6, 2001, following a number of
actions taken by the City Council on November 20, 2001 (collectively, the “November Resolutions™), the Complaint
in Simmons was filed. On December 24, 2001, the complaint was amended by the First Amended Complaint which
added causes of action relating to the matter described below under “CCDC Director Matter.” The First Amended
Complaint is hereinafter referred to as the “Comiplaint.” The Complaint alleges that a variety of actions taken by the
City Council involving changes to the rights and duties of the pasties to the MOU relating to the Ballpark Project
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were required by the MOU to have been submitted to the voters of the City for consideration, and the relationship
between a Director (“Director”) of CCDC and the Padres created a conflict of interest. The Complaint requested
that the court (1) declare the November Resolutions, all contract and agreements referred to therein and all
proceedings incident thereto taken or made for or in any way connected with the November Resolutions, invalid,
null and void; (2) declare that any expenditures of any funds, as authorized by the November Resolutions, is illegal
and to the extent made, should be repaid; (3) issue a temporary restraining order, preliminary and permanent
injunction enjoining the City, the City Manager, the Authority and others from any and all acts in furtherance of the
November Resolutions including, without limitation, the sale of the 2002 Bonds and the disbursement of proceeds of
such sale; and (4) declare that the November Resolutions are, due to their illegality, invalid, null and void.

The November Resolutions which the City Council adopted provided for a number of things
including the following: (1) accepted a revised plan of finance for the Ballpark Project containing a variety of
changes that had occurred since approval of the MOU, and approved this Offering Document; (2) approved a
continuing disclosure agreement, in which the City agreed to file certain information regarding the City and the
2002 Bonds with nationally recognized municipal securities information repositories; (3) authorized the City
Manager 1o enter into a contract of purchase with the Underwtiter under which the Underwriter is purchasing the
2002 Bonds from the Authority and to take all action necessary to consummate the lawful issuance of the 2002
Bonds and disbursement of proceeds; (4) approved an agreement which among other things, authorized the release
by the City of its lien on the Padres Major League Baseball franchise, so that MLB could be provided with such a
lien to secure any advances by it under a guaranty by MLB of the deposit by the Padres by April 1, 2002, of not less
than $47.6 million into the Design and Construction Fund, authorized the acceptance of a guaranty from the parent
company of the Padres in return for the Padres being able to assign certain of its rights under the Joint Use and
Management Agreement so as to accommodate financing by the Padres of its share of the Ballpark and part of the
ancillary development, and authorized acceptance of the TOT Guaranty; (5) authorized an expenditure on the
Ballpark Project of proceeds from the repayment of a loan by the City to the Redevelopment Agency, which loan
was initially made by the City from a variety of sources including gasoline tax revenues; (6) authorized the City
Manager and City Auditor/Comptroller to appropriate and expend funds from sources identified at their discretion
(subject, in the case of the City, to not exceeding the $225 million limit on Ballpark Project expenditures) to acquire
land and construct the Surface Parking Lots if the District were unable to do so and to modify the scope of the
program for such improvements if the total available funds are less than $21.0 million (the current expected cost of
such program.) Finally, the Authority’s November Resclution approved this Offering Document, the contract of
purchase with the Underwriter referenced above and the continuing disclosure agreement referenced above.

The specific nature of the material alleged claims stated in the Complaint are, in summary, as
follows:

(1) That the City materially modified the MOU in a manner requiring voter approval by relieving
the Padres from the ancillary development obligation of building 400,000 gross square fect of office complex and
50,000 square feet of retail space and all as described in a Manager’s Report to the City Council regarding the
November Resolutions replacing that with the obligation to build substantially fewer square feet of office space, a
modest amount of increase of retail square footage and a number of residential units, not contemplated in the MOU;

(2) That the initial plan of finance of the City, prepared at the time the MOU was approved, relied
upon the construction of a 1,000 room hotel on property of the District (the “Campbell Shipyard Hotel™), that the
City received previous assurances that the same would proceed, but on November 20, 2001, the date of adoption by
the City Council of its November Resolutions, the City had no sufficient assurances in that the revised plan of
finance gave no effect to receipt of TOT from the Campbell Shipyard Hotel,

(3) That the City waived the obligation of the Padres to provide sufficient assurances to build 8530
additional hotel rooms, as a consequence of which the City reduced the likelihood that the hotels will ever be built
and that the City will ever realize TOT therefrom;

(4) That the City “abandoned” a commitment obtained under the MOU from the Padres to make
payments to the City of up to $2 million a year for up o ten years (with an overall cap of $8 million) if certain levels

of TOT were not achieved, and replaced that commitment with a guaranty “whose protections are substantially
inferior”; .
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(5) That the lien which the City obtained on the Padres Major League Baseball franchise was
being released in violation of the MOU which does not permit its release until $50 million of the Padres’ funds have
been deposited in the Design and Construction Fund for the Ballpark;

(6) That the contingent commitment of the City to expend up to $21 million toward the Surface
Parking Lots violated the MOU, even though the City expressly limited its obligation to staying within the “Ballpark
Cap” of $225 million;

(7) That other amendments to the MOU of which the Plaintiff was not aware also required voter
approval and afier discovery by the Plaintiff, the Plaintiff would amend the Complaint to so state; various alleged
modifications to the MOU were not manifested in an appropriate writing; the various alleged modifications to the
MOU in the aggregate required voter approval, if not individually; and the ballot question for Proposition C limited
the City’s source of funds for its contribution to the Ballpark Project; and

(8) That by virtue of the facts described below under “CCDC Director Mater” there was created
a prohibited personal financial interest in Ballpark Project-related agreements on which he voted, and other Ballpark
Project-related agreements, in violation of the Conflicts Law and section 94 and therefore voided such agreements
and other Ballpark Project-related agreements; that by .virtue of the Member's conflict of interest, all of the
November Resolutions and all contracts and agreements referred to therein and all proceedings incident thereto
taken for or in connection with the November Resolutions were without legislative authority, illegal and improper,
and, that any expenditure of funds authorized by the November Resolutions was illegal.

CCDC Director Matter. In December, 2001, the Complaint in Simmons was amended to add an
additional matter involving the Director. According to a Report of the City Manager of the City, dated December
13, 2001, facts had come to light suggesting that the Director had a business relationship with the Padres pursuant to
which the Director purchased at wholesale various items of Padres’ merchandise for resale in the Director’s retail
business. The business relationship apparently existed during the period of time in which CCDC was involved in
planning and development of the Project, approved execution of the MOU and approved extensions of the MOU.
According to the Report, the Director was a CCDC director from May 1993 to 1999 and again from December 2000
to present, and his current term expires in May 2003. Based on these facts, the issue arose as to whether the Director
possessed a disabling conflict of interest with regard to actions taken in furtherance of the MOU and that as a result
the MOU and the Ballpark Project-related agreements were potentially void or voidable.

In December 2001, the Director and the Padres exchanged letters (the “Letter Exchange”) pursuant
to which the Director terminated the business relationship with the Padres and the Padres agreed not to enter into
any further business relationship with the Director. Also in December, 2001, each of the governing bodies of the
City, the Redevelopment Agency, the Authority and CCDC adopted resolutions reaffirming their commitment to the
implementation of the MOU and reaffirmed so as to ratify their efficacy as of the date of their original making, and
continuing through the present and thereafter, all prior City, Redevelopment Agency, CCDC, Authority and Padres®
actions taken under, in furtherance or effectuation of, and reliance on the MOU pursuant to any agreement, or
amendment to any agreement, between two or more Parties to the MOU. In addition, each of the City, the
Redevelopment Agency, CCDC and the Padres entered into a Reaffirmation Agreement dated as of December 1,
2001 pursuant to which each entity reaffirmed its continuing intent to be bound by the MOU and agreements
executed and delivered in furtherance or effectuation thereof or in reliance thereon and declared its intent that all
rights and duties thereunder should extend from the respective effective times of the MOU and each such agreement,
and run thereafler since that time until the present, and hereafter. (Collectively, the adoption of the foregoing -

resolutions and execution and delivery of the Reaffirmation Agreement, arc herein called the “Restoration and
Ratification Events.”)

In December 2001, after publication of the City Report, the plaintiff in Simmons amended his
Complaint to allege that the activities of the Director vis-a-vis the Padres constitute a conflict of interest and
therefore voided all of the agreements which CCDC had approved and executed, and even some that they did not
such as the Indenture, the Facility Lease, and the Site Lease, and as a consequence sought the same relief with
respect to the Director matter as was sought in the Complaint for Simmons, described in the last sentence of the first
paragraph under the caption “MOU and CCDC Director Matter Challenpges™ above. Specifically, the plaintiff
alleged that the Director’s votes on the Ballpark Project delivered benefits to the Padres so as to keep the Padres in
San Diego, thereby ensuring that the Director would be able to continue selling Padres merchandise for profit.
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- Qther Allegations. Finally in January 25, 2002, another person appearcd and alleged (the “Other
Allegations™) that due to the changes in the Ancillary Development obligations of the Padres described above,
additional compliance by the City was needed with respect to the California Environmental Quality Act (“CEQA™)
before the adoption of the November Resolutions, the actions authorized under the November Resolutions required
voter approval under the MOU, and that by virtue of the insurance policy of the Bond Insurer the City is somchow

obligated to independently repay the Bond Insurer should the 2002 Bonds be declared invalid, in violation of the
MOU.

Actions Taken by Trial Court. The Plaintiff brought the Simmons action as a “taxpayer’s action”
and as a “validation action.” Ina taxpayer’s action, the basis of a court’s jurisdiction is the appearance of the parties
(i.e. personal jurisdiction). In a validation action, the basis of a court’s jurisdiction is in rem, that is having
Jurisdiction over the subject matter, and that in part is established by the newspaper publication of a summons in
which there must be stated a specified date on or before which interested persons who wish to be heard must appear
(a “return date™). The Trial Court’s order directing the publication of the summons to perfect jurisdiction as a
validation action provided that there be published a summons in which the return date was specified as February 15,
2002. The summons which was in fact published stated that the return date was February 8, 2002,

The City sought a trial date in the action, as a taxpayer’s action, of January 28, 2002, to which the
Plaintiff objected. The Plaintiff sought a trial by jury and sought more time to prepare. The Trial Court rejected
both of these requests. On January 28, 2002, a trial was held on the merits. The Trial Court again denied the -
Plaintiffs motion for a continuance, the Plaintiff and his counsel left the courtroom and the City elected to proceed
with the case to a judgment on the merits subject to “proving up” its position. After a trial, the Trial Court
concluded, and entered a Judgment to the same effect on January 30, 2002 (the “Judgment”), that there was
substantial evidence to support findings by the City Council that none of the actions complained of which are
described in clauses (1) through (7) above constituted changes to the MOU which required voter approval, there was
no evidence presented as to alleged previously unknown modifications to the MOU, and the ballot question for
Proposition C did not fimit the City's source of funds for its contribution to the Ballpark Project.

With respect to the CCDC Director Matter, the Trial Court found and so stated in the Judgment
that the complaint failed to state violations of the Conflicts Law and Section 94 in that either the alleged conflicts
were too remote to be such a conflict or the Restoration and Ratification Events cured any possible violations.

With regard to the Other Allegations, the Trial Court found and so stated in the Judgment that the
alleged requirement to comply with CEQA was incorrect in that the November Resolutions and the documents
approved therein involved financial transactions that had no direct or indirect environmental impact and that nothing
contained in the November Resolutions or the agreements approved by the November Resolutions made a
commitment to a specific project within the Ancillary Development that would currently require environmental
review. Finally, the Trial Court found and so stated in the Judgment that there was no evidence in the record that the
City Council had entered into or intends to enter into any agreement with the Bond Insurer imposing any
independent obligation on the part of the City to make payments if the 2002 Bonds are declared invalid.

On February 8, 2002, the City obtained a Validation Action judgment from the Trial Court (the
“Second Judgment™), in which the Trial Court concluded that the published summons with a February 8, 2002 return
date complied with applicable law, provided duc notice to all persons interested and validly established February 8,
2002 as the controlling return date; the Trial Court also incorporated by reference the Judgment entered on January
30, 2002, including its findings and conclusions in the Judgment.

On February 8, 2002, apparently before the City obtained the Second Judgment, another person
(the “Simmons Supporter”) sought to file with the Trial Court a pleading which contained allegations which were
the same as those contained in the Complaint and the Other Allegations, but the Office of the Clerk of the Court
rejected the filing based upon the existence of the J udgment (the “Rejected Pleading™). The City is not aware of any
attempt made by the Simmons Supporter to obtain leave from the Trial Court to file the Rejected Pleading or other
comparable relief,

The Judgment and the Second Judgment could be appealed to the Court of Appeals and if such an
appeal were taken, the Court of Appeals may not decide the case until sometime in 2003, and any decisions could
become final during 2003 if the California Supreme Court denies discretionary review. However, should the
California Supreme Court grant discretionary review of any Court of Appeals decision, the final resolution by that

58



Court could take upwards of two more years after a final decision by a Court of Appeals. The final disposition

could be even longer if the matter were sent back to a trial court for further proceedings and thereafter appealed
again.

Qualified Co-Bond Counsel Opinion

Co-Bond Counsel have qualified their opinion as to the validity of the Ballpark Facility Lease and
the 2002 Bonds, as well as to interest on the 2002 Bonds being exempt from federal and California personal income
taxes, as being subject to the outcome of Skane, All Persons and Simmons including the facts and the consequences
described in “CCDC Director Matter” above. Should a court conclude that the Ratifying Acts were not effective to
ratify acts which themselves may have been tainted by the Member's presence, and conclude that the nature of the
interests of the Member alleged by the plaintiffs in Skang were sufficient interests in prohibited contracts to render
them void, then such decisions could adversely affect the validity of the Financing Documents and the 2002 Bonds.
Should a court ultimately find for the plaintiffs in Skane, All Persons or Simmons, then such decision could
adversely affect the validity of the Financing Documents and the 2002 Bonds and the completion of the Ballpark
Project. If the 2002 Bonds were held to be invalid, then there would not be a municipal obligation upon which
interest could be paid, as a consequence of which interest on the 2002 Bonds, theretofore or thereafter received,
would not be exempt from federal and California personal income taxes. In such circumstances, investors who do
not report the interest on the 2002 Bonds as taxable income could be responsible for the payment of federal and
California personal income taxes as well as interest and penalties thereon.

Legal Analyses and Opinions of Orrick, Herrington & Sutcliffe LLP

Alleged Conflict of Interest of Member. Orrick has provided to the City a legal analysis and
opinion to the effect that although there is no case directly on point and the matter is not entirely free from doubt,
and accordingly there can be no assurance that a particular court would not hold otherwise, based on and subject to
all the analyses, assumptions, limitations and qualifications referred to therein, as of the date thereof, it is of the
opinion that, if the matter were properly raised, briefed and presented to a court of last resort of competent
Jurisdiction, the court would hold that the Ratifying Acts were sufficient to avoid a successful challenge asserting
that the Financing Documents were void or voidable under the Conflicts Law, and San Diego City Charter section
94 by virtue of any action taken by the Member. In this regard, Orrick states that it is aware of no conduct, prior
events or any other circumstances (other than those specifically discussed therein) that potentially could constitute a
conflict of interest, or the appearance of a conflict of interest, with respect to the City officials involved in the
approval or authorization of the Project, the 2002 Bonds, the Financing Documents or the Ratifying Acts, and in this
regard, it has relied upon the representation of the City, and therefore assumed, without investigation, that no such
conflict of interest existed during any of the periods of time relevant therein with respect to any such City officials.
The opinion addresses the validity of the Financing Documents under the Conflicts Law, end San Diego City
Charter section 94. It does not address the outcome of the pending litigation or predict the context in which the
opinions addressed therein may be presented to a court, Since the opinion only addresses the consequences of the
actions taken by the City Council and the Redevelopment Agency in adopting the Ratification Acts as a means of
preserving the validity of the Financing Documents in the face of the alleged conduct by the Member, Orrick does
not address thercin how a particular court would dispose of the litigation,

Orrick noted that a court’s decisions regarding matters discussed in the legal analysis and opinion
would be’ based on the court’s own analysis and interpretation of the factual evidence before the court and of
applicable legal principles. Furthermore, it is the understanding of the City and Orrick that the legal analysn§ zf"d
opinion provided is not intended to be a guaranty as to what the court would actually hold, but analysis and opinion
as to the decision the court should reach if the issues as to the Conflicts Law and Section 94 were properly raised,
presented and argued to it and the court followed what Orrick believes to be the applicable legal principles. A copy
of the Orrick legal analyses and opinions relating to the issues raised in the Ballpark Litigation is attached as
APPENDIX F-1—ORRICK, HERRINGTON & SUTCLIFFE LLP LEGAL ANALYSIS AND OPINION

RELATING TO LITIGATION INVOLVING A FORMER MEMBER OF THE SAN DIEGO CITY
COUNCIL to this Offering Document.

Simmons. Orvick has provided to the Authority and the City a legal analysis and opinion to the
effect that although there is no reported appellate decision directly on point and the matter is not entirely free from
doubt, and accordingly there can be no assurance that a particular court would not hold otherwise based on and
subject to all of the analysis in the opinion and the assumptions, limitations and qualifications referred to in the
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opinion, including assumptions tegarding factual matters, and the limitation of the opinion to substantive
consideration of the effectiveness of the November Resolutions, and the Restoration and Ratification Events, and tl'le
consequences of the Other Allegations, and noting it is not considering or analyzing any procedural issues or certain
Jurisdictional issues, or issued related to the Rejected Pleading or the consequences of its possible subsequent filing
with the Trial Court as of the date of the legal analysis, and opinion, it is of the opinion that, if the matter were
properly raised, briefed and presented to a court of last resort of competent jurisdiction, the court would hold that the
November Resolutions and the Restoration and Ratification Events are effective, and thercfore the plaintiff does not
prevail on any of the causes of action stated in the Complaint, and that the person asserting the allegat'!ons under
“Other Allegations” above does not prevail on those allegations. OQrmick stated in the opinion that it was not
considering or analyzing any procedural issues raised in Simmons such as a right to jury trial, the request by
Plaintiff for which was denied, the request by the Plaintiff for a continuance, which request was denied, or the
request by the Plaintiff to engage in discovery, which request was denied, or issues related to the perfection of
jurisdiction as a validation action, including a discrepancy in the return date ordered by the Trial Court and the '
return date actually appearing in the published summons. Orrick also noted that it had not undertaken to verify
independently, and had assumed, the accuracy of all factual matters with respect to Simmons including factual
matters contained in the administrative record submitted by the City and accepted into evidence by the Trial Court
and had relied exclusively on the Judgment as to factual findings. Further, Orrick has assumed that in the event the
Simmons Supporter is able to have the Rejected Pleading reinstated in Simmons, in any trial or other disposition of
the issues raised in the Rejected Pleading, the Trial Court will make the same findings as it did in the Judgment and
Second Judgment or such findings are otherwise determined to be lawfully binding on the Simmons Supporter.
Orrick expressed no opinion as to the outcome of the case if the facts and statements contained in the pleadings were
amended or modified in the Trial Court or on or after appeal,

Orrick noted that a court’s decision regarding matters discussed in the legal analysis and opinion
would be based on the court’s own analysis and interpretation of the factual evidence before the court and of
applicable legal principles. Furthermore, it is the understanding of the City and Orrick that the legal analysis and
opinion provided is not intended to be a guaranty as to what a court would actually hold, but an opinion as to the
decision the court should reach if the issues discussed in the opinion were properly raised, presented and argued to it
and the court followed what Orrick believed to be applicable legal principles. A copy of the Orrick legal analysis
and opinions relating to the issues raised in Simmons is attached as APPENDIX F-2—ORRICK, HERRINGTON
& SUTCLIFFE LLP LEGAL ANALYSIS AND OPINION RELATING TO THE ISSUES RAISED IN
SIMMONS V., CITY OF SAN DIEGO, ET AL.

Litigation Potentially Adversely Affecting the General Funds of the City
De La Fuente Border Business Park v. City of San Diego

On January 2, 2001, a San Diego County Superior Court jury returned a special verdict in the
amount of $94.5 million against the City. The jury award consisted of three parts: $29.2 million for breach of a
development agreement; $25.5 million for inverse condemnation relating to planning of a regional airport; and,
$39.8 million for inverse condemnation relating to excessive traffic. Claims for interest, costs, and attomneys’ fees
could bring the total judgment to more than $200.0 million.

The lawsuit arises out of a 1986 development agreement (“Development Agreement”) between the
City and Border Business Park, Inc., relating to the development of a 312-acre industrial park in Otay Mesa, a
community within the boundaries of the City and just north of the United States-Mexican border. Plaintiff alleges
the City engaged in a pattern of conduct aimed at thwarting the developer’s rights under the Development
Agreement which resulted in breaches of the Development Agreement and unconstitutional “takings” of private
property for public use. Specifically, plaintiff claimed the City “took” plaintifs property by: (i) publicly discussing
a proposal to build an international aitport in the Otay Mesa region; and (ii) diverting commercial truck traffic onto
public streets adjacent to plaintiff’s property.

The specific breaches of the Development Agreement alleged in the lawsuit include: changes in
city-wide construction standards; denials of conditional use permits; delays in permit processing; imposition of
Housing Trust Fund Fees; diversion of Development Impact Fees; and the mismanagement of adjacent City-owned
property. The disclosure of plans for a new regional airport, and the diversion of border-bound traffic, which were
the bases for the inverse condemnation awards, were also alleged as contract breaches.
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Following the special verdict but before entry of the judgment, the trial judge disqualified himself
from further proceedings in the case for allegedly failing to disclose personal relationships with one of the plaintiff's
attorneys. The case was transferred to another judge outside of San Diego County who will sit for all purposes,
including a new trial.

The City has retained two law firms to represent it in post trial motions and any appeals. Such
motions and potential appeals pertain to the validity of the disqualified trial judge’s pre-trial and trial rulings, and the
validity of the underlying verdict.

As the result of a recent hearing on the City’s post-trial motions before the newly z!ssigned judge,
the judge reduced the plaintiff’s pre-judgment interest claim from $144.0 million to about $26.0 million. The court

subsequently entered judgment on the verdict amount ($94.5 million), plus the pre-judgment interest for a total of
$119.0 million.

The court then considered the City’s post-trial motions. The court denied the City’s motion for
judgment notwithstanding the verdict and motion to set aside the verdict on the grounds of fraud. It did, however,
grant the City a complete new trial on one legal theory, a contract claim, and set aside award of the damages on that
theory (in the amount of $29.2 million of the $94.5 million). The court also found the contract claim largely barred
by the time limits in the Government Claims Act.

The court denied the City a new trial on the remaining claims in the case for inverse
condemnation, relating to the airport study and truck routing, finding that he needed to defer to the original judge on
these matters. This has the effect of leaving in place $65.3 million in inverse condemnation damages, plus
approximately $26.0 million in pre-judgment interest. The total judgment, including pre-judgment interest, is
currently approximately $91.3 million. Appellate counsel for the City has advised that the City should have no
obligation to pay these amounts until the appeal is concluded, which will take at least eighteen months to two years.

The City will also be responsible for any post-trial interest which will accrue at the rate of approximately 5.7% per
annum, until any judgment is paid.

The City believes that its defense costs— both retroactive to the exhaustion of the self-insured
retention of $1.0 million and prospectively through appeal— will be paid in large part by onc of the City’s insurers.
The City may have some coverage for damages under its policies of insurance but the amount and scope of the
coverage is not presently known.

Despite the denial of certain of the post-trial motions, the City believes it has sound legal theories
for its appeal; however, no assurance can be given that the City’s pursuit of this challenge will be successful. In the
event that the City is not successful on appeal, and on retrial, if any, the judgment, including any interest, will have
fo be paid from the City’s treasury, most likely over a period of ten years with additional interest during that period,
to the extent that there is not insurance coverage or a shortfall in coverage.

Because there is no final judgment at this time, given the court’s partial grant of the City’s new
trial motion, the City has not included in its budget for the 2001-2002 fiscal year any moneys for the payment of any
judgment in this case.

On November 7, 2001, the plaintiff filed a motion with the trial court asking that the City_deposit
in trust into the court, the full judgment amount of $92.4 million which includes some post-judgment interest,
pending the City’s appeal. .

At the hearing on the motion for deposit, the court denied the plaintiff's motion. Litigation
counsel has advised the City that if the plaintiff is to seek discretionary review of the denial of the motion for
deposit, the plaintiff must do so within approximately 60 days after entry of the order which was entered on
November 19, 2001. As of the date hereof, no such discretionary review has been sought.

" While the City belicves that it will prevail in any appeal of the denial of the motion for deposit,
there can be no assurance that either the trial court or an appellate court will not impose a duty to deposit. Should
that occur, the City would expect to deposit the funds from general funds of the City, if it is unsuccessful in
obtaining a favorable outcome in an appellate court, If the City must fund the full amount of the deposit from its
general funds, this could have an adverse effect on its ability to fund its budgeted expenditure items.
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Other Litigation

The plaintiffs in C.L. Trustees v, Lockheed Martin_et al., filed a class action lawsuit against

Lockheed Martin, IMS (“Lockheed”), the City (which was named but not served as a defendant in the original
complaint), and others regarding its traffic light enforcement program. The first amended complaint failed to name
the City as a defendant. There can be no assurance that the complaint will not be further amended or that any other
action will not be taken to include the City as a defendant in the future.

There are pending against the City, other lawsuits and claims arising in the ordinary course of the
City’s activities which, taken individually or in the aggregate, could materially affect the City’s finances. However
and except as noted above, taking into account insurance and self-insurance reserves expected to be available to pay
liabilities arising from such actions, the City does not expect any or all of such claims to have a material adverse
effect on its ability to make Base Rental Payments when due.

RATINGS

Fitch Ratings, Moody’s Investors Service, Inc. and Standard & Poor’s Ratings Services have
assigned their municipal bond ratings of “AAA,” “Aaa,” and “AAA,” respectively, to the 2002 Bonds with the
understanding that, upon delivery of the 2002 Bonds, the Financial Guaranty Insurance Policy will be delivered by
the Bond Insurer. These ratings reflect these rating agencies’ views of the creditworthiness of the Bond Insurer.
The ratings issued reflect only the views of such rating agencies, and any explanation of the significance of such
ratings should be obtained from such rating agencies. There is no assurance that such ratings will be retained for
any given period of time or that the same will not be revised downward or withdrawn entirely by such respective.
rating agencies if, in the judgment of such rating agencies, circumstances so warrant. Under its Continuing
Disclosure Agreement (sce APPENDIX G—FORM OF CONTINUING DISCLOSURE AGREEMENT), the
City has agreed to give notice of rating changes as an enumerated event, if material, in the manner described in
“CONTINUING DISCLOSURE.” Any downward revision or withdrawal of any rating obtained may have an
adverse effect on the market price of the 2002 Bonds.

PLAN OF DISTRIBUTION

The 2002 Bonds offered hereby are to be purchased by Meill Lynch, Pierce, Fenner & Smith
Incorporated (the “Underwriter”). The Underwriter has agreed, subject to certain terms and conditions set forth in
the Contract of Purchase, dated February 14, 2002, by and between the Underwriter, the Authority and the City, to
purchase the 2002 Bonds for a purchase price of $167,614,843 (being the principal amount of the 2002 Bonds less
an underwriter's discount of $2,070,157). In connection with certain agreements entered into prior to the piw’s
selection of Merrill Lynch, Pierce, Fenner & Smith Incorporated as underwriter for the 2002 Bonds, it is anticipated
that the Underwriter will make certain payments to Morgan Stanley & Co. Incorporated, Redwood Securities Group,
Inc., and LC. Rideau, Lyons & Co., Inc. in connection with the issuance of the 2002 Bonds. Such payments, if
made, will be contingent upon the issuance of the 2002 Bonds,

In addition, the Underwriter has agreed that any sale or transfer of the 2002 Bonds will satisfy the

following conditions (see APPENDIX J — FORM OF INVESTOR REPRESENTATION LETTER for
additiona! description of such conditions):

(a) Each buyer or transferee (including each beneficial owner under a trust or
custodial arrangement) will be a “qualified institutional buyer” within the meaning of Rule 144A ?f the Sccurities
Act of 1933, as amended (the “Securities Act”) {provided, however, that notwithstanding the definition of “qualified

institutional buyer™ provided in the Securities Act, each qualified institutional buyer of the 2002 Bonds must have an
audited net worth of at least $25 million), )

(b) The 2002 Bonds will be delivered to each buyer or transferee in certificated
form and in minimum denominations of $1 million and integral multiples of $5,000 in excess thereof.

(c) The resale or transfer will not cause the number of registered owners of the 2002
Bonds to exceed 32, as evidenced by the certificate register for the 2002 Bonds maintained by the Trustee and each
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sale or transfer, in and of itself, will not cause the number of beneficial owners of the 2002 Bonds to exceed 32,
assuming that such number was 32 or less before giving effect to such resale or transfer.

(d) The seller or transferee will cause each buyer or transferee to execute and
deliver an Investor Representation Letter, in substantially the same form as APPENDIX J—FORM OF
INVESTOR REPRESENTATION LETTER.

(e) The right of the Underwriter to call away such 2002 Bonds (as described in (g)
below) will apply to each buyer or transferee.

4] Each seller or transferor will deliver to the Trustee a Notice of Sale or Transfer,
substantially in the form attached as Exhibit 1 to APPENDIX J, and, if the buyer or transferce is other than the
Underwriter, will also deliver to the Trustee a Notice Regarding Right of First Refusal of Merrill Lynch and an
Investor Representation Letter for such buyer or transferce, and the seller or transferor will receive confirmation
from the Trustee that the Trustee is prepared to effect the sale or transfer contemplated by such Notice of Sale or
Transfer, in accordance with the Indenture,

(2) In the event of an opinion, order, judgment or decree of a court of last resost to
the effect that the 2002 Bonds, the Indenture or the Ballpark Facility Lease is void or invalid (the “Final Order”),
entered in any of the Ballpark Litigation (as defined and described in “LITIGATION - Litigation Involving the
Ballpark Project”), the Underwriter will have the right and option (at the direction of the City, with funds provided
by the City) to call away all of the outstanding 2002 Bonds from all then-current registered owners, on a date (the
“Call Date™) that is not more than 270 days after the date of entry of the Final Order, on not less than 30 days nor
more than 60 days notice by the Underwriter, and at a price equal to the principal amount of the 2002 Bonds to be
called away, together with accrued interest thereon to the Call Date (but no premium). See APPENDIX J — FORM

OF INVESTOR REPRESENTATION LETTER for additional information regarding the Underwriters optional
call right,

If (i) within 240 days after the date of any Final Order, the Underwriter does not mail notice of its
intention to call away the 2002 Bonds (as described in (g) above) or (ii) an unqualified Opinion of Counsel (as
defined in the Indenture) dated the Closing Date (as defined in the Indenture) of the 2002 Bonds, addressed to the
Authority and the City (with a reliance letter to the Underwriter), in substantially the form attached to the Indc'nturc
as Exhibit D, is delivered to the Authority, the City, the Underwriter and the Trustee, then, the Trustee will be
requested by the Underwriter (with respect to (i) above) or by the Authority (with respect to (ii) above) to recover
from registered owners al! certificates evidencing the 2002 Bonds and, when so recovered, the Underwriter or the
Authority, as appropriate, shall cause the Trustee to deliver a new certificate or certificates evidencing the 2002
Bonds, bearing new CUSIP numbers, to the Depository Trust Company, and thereafier transfers of the 2002 Bonds
will be made by book-entry, as described more fully in APPENDIX E —~ BOOK ENTRY, and sold in minimum
denominations of $5,000 and integral muitiples of $5,000 in excess thereof to any number of investors of any type.
The sale or transfer conditions set forth in (a) through (g) above shall lapse and shall be of no further force and
effect upon such a conversion of the 2002 Bonds to book-entry. See APPENDIX J — FORM OF INVESTOR
REPRESENTATION LETTER.

Right of First Refusal In Favor of the Underwriter

The Underwriter also has the right of first refusal to purchase the 2002 Bonds from any investor,
on the same terms and conditions as any bona fide offer made to such investor, and such right will continue for a
period of ten business days after the Underwriter receives written notice from such investor of the proposed terms of
sale or transfer. If not exercised by the Underwriter within such ten business day period, by notice thereof to the
investor, the right lapses as to that transaction, but would be applicable to any subsequent transaction by that
investor (if not sold in accordance with the terms and conditions of the bona fide offer of which the Underwriter was
notified) and any transferee. If the Underwriter does not accept the offer, the investor will cause the Underwriter to
issue a Notice Regarding Right of First Refusal of Merrill Lynch, substantially in the form attached as Exhibit 2 to
APPENDIX J, informing the Trustee that the Underwriter has declined such offer. See APPENDIX J - FORM
OF INVESTOR REPRESENTATION LETTER.
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FINANCIAL STATEMENTS

The financial statements as. of June 30, 2001, excerpts of which are included in this Qﬂ'ering
Document as APPENDIX B, have been audited by Calderon, Jaham & Osborn, an accountancy corporation and
independent accountants, as stated in their report appearing herein.

MISCELLANEQUS

Co-Financial Advisors

‘Kitahata & Company, San Francisco, California, A.G. Edwards & Sons, Inc., Cleveland, Ohio,
and Municipal Capital Management, Inc., Los Angeles, California (the “Co-Financial Advisors™), have entered into
4 contract to serve as Co-Financial Advisors to the City with respect to the sale of the 2002 Bonds. The Co-
Financial Advisors have assisted the Authority and the City in various matters relating to the planning, structuring
and issuance of the 2002 Bonds. The Co-Financial Advisors are not obligated to undertake, and have not
undertaken to make, an independent verification or assumption of responsibility for the accuracy, completeness or
faimess of the information contained in this Offering Document. Municipal Capital Management, Inc. and Kitzhata
& Company are independent financial advisory firms and are not engaged in the business of underwriting, trading or
distributing municipal securities or other public securities. The Co-Financial Advisors will receive a fee for the
above services payable from proceeds of the 2002 Bonds.

Additional Information

Copies of the Indenture, the Ballpark Facility Lease, the Site Lease, the Assignment Agreement
and the Continuing Disclosure Agreement are available upon request with payment of copying, mailing and
handling charges by contacting the City at the following address:

The City of San Diego

City Clerk

202 “C” Street, MS 2A

San Diego, California 92101
Attention: City Clerk

Execution and Delivery
The execution and delivery of this Offering Document has been duly authorized by the Authority.

PUBLIC FACILITIES FINANCING AUTHORITY OF THE

CITY OF SAN DIEGO
By: /s! JOSEPH W. CRAVER
Joseph W. Craver, Chairman
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APPENDIX A

THE CITY OF SAN DIEGO

The information and expressions of opinion set forth herein have been obtained from sources
believed to be reliable, but such information is not guaranteed as to accuracy or completeness. Statements
contained herein which involve estimates, forecasts, or matters of opinion, whether or not expressly so described
herein, are intended solely as such and are not to be construed as representations of facts. The information and
expressions of opinion herein are subject to change without notice, and neither delivery of this Offering
Document nor any sale thereafter of the securities offered hereby shall under any circumstances create any
implication that there has been no change in the affairs of the City or in any other information contained herein
since the date of the Offering Dacument.

INTRODUCTION

With a total population of approximately 1.3 million in 2001, and a land area of 3.30 square milgs,
the City of San Diego (the “City”) is the seventh largest city in the nation and the sccond largest city in California.

The City is the county seat for the County of San Diego (the “County”™) and is the County’s business and financial
center.

Based on estimates published by the California Department of Finance, (the “Department”), the
City’s population grew by 7.5% between 1992 and 2001, for an average increase of approximately 8,700 annually.
This rate of growth is less than previously published growth rates for the City, and the source of both is the
Department. In September 2001, the Department published revised population estimates for the years 1991 through
1999, the effects of which were to increase the population estimate for the City in the year 1991 and to reduce the
annual rates of growth in subsequent years.

A major factor in the City’s growth is its quality of fife. In addition to having a favorable climate,
the City offers a wide range of cultural and recreational services to both residents and visitors. With mild
temperatures year round, the City’s numerous beaches, parks, tennis courts, and golf courses are in constant use.

Another factor in the City’s growth is its diversified economy. Recent historical growth has pccn
concentrated in four major areas: high tech manufacturing and research (including electronics, telecommunications,
scientific instruments, drugs, and biomedical equipment); professional services; tourism; and intematloqal trad::.
Historically, the City has also bencfited from a stable economic foundation composed of basic manufac.turmg .(Shlp
building, industrial machinery, television & video equipment, and printing & publishing), public and private higher
education, health services, military, and local government.

ECONOMIC AND DEMOGRAFPHIC INFORMATION

Data contained under this caption is intended to portray economic, demographic, an'd business
trends within the City. While not constituting direct revenue sources as such, these trends help explain changes

in revenue sources such as property taxes, sales taxes, and transient occupancy taxes, which could be affected by
changes in economic conditions.

The economies of the State of California and the United States recently have been expgrimdng
substantial declines in the rates of growth, and growing unemployment. In anticipation of a slowing local
economy, the City has reduced the rates of growth for its General Fund revenues in the Fiscal Year 2002 budget
as compared o the Fiscal Year 2001 budget. Due to the slowing economic conditions in the state and the nation,
and the negative economic impacts associated with the attacks on New York, NY and Washington,
D.C/Arlington, VA (the “Attacks"), as well as any related military response, no assurance can be given that the
City will not experience declining economic conditions in the future.

~

Population

As set forth in Table 1 below, between January 1, 1992, and January 1, 2001,. the City's
population has increased by 87,100 (or by approximately 8,700 new residents annually in the ten year period).
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* Table 1
POPULATION GROWTH™
Calendar Years 1992 through 2001

Calendar City of Annual County of Annual State of _Annual
Year® SanDicgo  GrowthRate  SanDiego  GrowthRate  California  GrowthRate
1992 1,163,600 1.0% 2,628,600 1.5% 31,478,000 1.7%
1993 1,171,400 0.7 2,646,600 0.7 31,858,000 1.2
1994 1,168,800 0.2 2,653,100 0.2 32,075,000 0.7
1995 1,167,700 -0.1 2,657,800 0.2° 32,223,000 0.5
1996 1,167,100 -0.1 2,662,200 0.2 32,396,000 0.5
1997 1,178,000 0.9 2,692,300 Ll 32,743,000 1.1
1998 1,195,100 1.5 2,741,900 1.8 33,186,000 1.4
1999 1,218,300 1.9 2,789,600 1.7 33,660,000 1.4
2000 1,234,300 1.3 2,835,400 1.6 34,207,000 1.6
2001 1,250,700 1.3 2,883,600 1.7 34,818,000 1.8

(1) In September 2001, the Department published revised population estimates for the years 1991 through 1999, the
effects of which were to increase population estimates for the City, the County, and the State of California in

. the year 1991 and to reduce the annual rates of growth in subsequent years.
(2) As of January 1 of the calendar year. -

¢

Source: State of California, Department of Finance

As indicated in the following table, attendance in kindergarten through grade 12 ip the San Diqgo
Unified School District grew moderately during the 1990°s. The San Diego Unified School District’s boundaries
include 85% of the City of San Diego’s land area.

Table 2
SAN DIEGO UNIFIED SCHOOL DISTRICT
ENROLLMENT®
School Year 1996-1997 through 2000-2001
School Year Enrollment
1996-1997 134,740
1997-1998 137,235
1998-1999 138,974
1999-2000 142,021
2000-2001 143,244

(1) Enrollment is dcﬁned as the number of K-12 students enrolled on a survey date in early October of the
school year,

Source: San Diego Unified School District, Pupil Accounting

Employment Summary

As seen in Table 3, the City’s unemployment rate for calendar year 2001 averaged 3.2%, up from
a rate of 3.0% during calendar year 2000. The City’s 2001 unemployment rate was below both the national rate of
4.8% and the State’s rate of 5.2%. During 2001, average cmployment was up by approximately 11,200 from 2000
levels. These data reflect preliminary estimates, which will be revised at a future date.
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Table 3
ESTIMATED AVERAGE ANNUAL EMPLOYMENT AND
UNEMPLOYMENT OF CITY OF SAN DIEGO RESIDENT LABOR FORCE
Calendar Years 1997 through 2001

1997 1998 1999 20007 200®
Civilian Labor Force
City of San Diego
Employed 562,400 583,610 603,210 624,560 635,800
Unemployed 25,400 21,670 19,580 19,630 20,900
Unemployment Rates
City 43% 3.6% 3.1% 3.0% 3.2%
County 42 3.5 3.1 3.0 3.1
California 6.3 59 52 4.9 5.2
United States 50 45 42 40 438

(1) Preliminary, subject to futuse revision.

Source:  State of Califonia Employment Development Department, Labor Market Information Division; and
U.S. Department of Labor, Bureau of Labor Statistics

Table 4 provides the California Employment Development Department’s estimates of total annual
nonagricultural wage and salary employment by major industry in the County during the period 1997 to 2001.
Annual employment information is not regularly compiled by sector for the City alone. As shown, total
nonagricultural wage and salary employment in the County increased by 175,700 new jobs during this period.
During calendar year 2001 alone, San Dicga County added 33,400 new jobs,

However, as shown in Table 4, while San Diego County wage and salary employment grew at a
rate of 2.8% during 2001, this rate of growth was slower than in prior years. For instance, wage and salary
employment grew at a rate of 3.8% and 4.3% in the prior two years.

Table 4
SAN DIEGO COUNTY
WAGE AND SALARY EMPLOYMENT
Calendar Years 1997 through 2001

INDUSTRY CATEGORY 1997 1998 1999 2000 2001

Mining 400 300 300 400 400

Construction 53,000 61,800 67,000 70,400 73,300

Manufacturing 123,100 127,600 128,100 129,700 129,900
Nondurable Goods 34,000 35,800 36,500 37,800 37,900
Durable Goods £9,100 91,800 91,600 91,900 92,000

Transportation, Communications, 41,600 47,000 51,300 50,900 51,100
Utilities(”

Trade . 244,000 249,400 256,500 267,800 272,800
Wholesale 45,600 48,300 50,300 52,300 53,100
Retail 198,400 201,100 206,100 215,500 219,600

Finance, Insurance, Real Estate 60,900 65,300 68,700 69,800 71,200

Services 339,300 359,600 381,700 400,600 416,300

Governmeiit 192,000 194,500 199,300 206,800 214,500
Federal 44,600 43,300 42,500 42,600 41,100
State and Local 147,400 151,200 156,800 164,200 173,400

TOTAL NONAGRICULTURAL® 1,054,200 1,105,500 1,152,900 1,196,500 1,229,900

. (1) Includes trucking and transit services, telephone and broadcast/cables services, and gas and electric services,
(2) Figures may not add to total due to independent rounding.

Source: State of California Employment Development Department
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Since the industry employment data referenced above is organized by standard industrial
classification codes, employment in the various high tech categories, such as Telecommunications, Software and
Biotechnology may not fall into a single employment sector alone. For example, some telecommunications firms
appear in Manufacturing, while others appear in Services.

Several key industry categories exhibited strong employment growth in 2001. The Services sector
(+16,200) alone represented approximately half of total employment growth for the County. Within the Services
sector, Business Services and Engineering & Management continued fo lead other components, with increases of
3,500 and 4,000 respectively. It should be noted that the Business Services and Engineering & Management
components include many of the City’s high tech employers, Other key employment growth sectors during 2001
included Construction (+2,900), Wholesale and Retail Trade (+5,000), and Government (+7,700).

The increase in the Government sector, which accounted for 17% of the total nonagricultural wage
and salary employment in the County, occurred in State and local government agencics. Almost all of the increase
in State and local govemment agencies is due to gains in public education and the Other Local Government
category, which includes Special Districts and Indian Tribal Governments.

Taxable Sales

Taxable transactions at retail and other outlets in the City during calendar year 2000, the most
recent year for which data are available from the Califomia State Board of Equalization, totaled approximately
$16.1 billion, up 11.1% from 1999, and up 42.6% from 1996. Table S provides annual sales information by type of
outlet for the period 1996 through 2000.
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Table 5
CITY OF SAN DIEGO
TAXABLE TRANSACTIONS
Calendar Years 1996 through 2000
(in thousands)

1996 1997 1998 1999 2000
RETAIL STORES
Apparel $451,984 $485,551 $530,734 $542,041 $588,012
General Merchandise 1,304,649 1,354,698 1,436,535 1,597,102 1,794,468
Food 521,014 554,625 582,183 622,909 662,346
Eating and Drinking 1,307,079 1,380,894 1,496,032 1,603,968 1,772,507
Home Furnishings and 492,104 444,930 469,158 546,746 619,383
Appliances
Building Materials and Farm 469,293 603,365 716,231 809,022 944,386
Implements .
Auto Dealers & Supplies 1,089,331 1,189,462 1,331,411 1,519,137 1,745,186
Service Stations 672,559 673,078 614,156 742,143 977,675
Other 1,555,020 1,686,807 1,790,441 1,948,871 2,173,098
Total Retail Stores 7,863,033 8,373,410 8,966,381 9,931,939 11,277,061
All Other Outlets 3,426,610 4,024,433 4,343,598 4,563,715 4,822,132
TOTAL ALL OUTLETS $11,289,643  $12,397,843  §13,310,479  $14,495,654 16,099,193

Source: California State Board of Equalization

Tourism

According to the San Diego Chamber of Commerce, the visitor industry is the County’s third
largest industry in terms of income generation, behind manufacturing and the military. As shown in Table 6, visitor
spending in the County totaled $5.23 billion in 2000, up 29.1% from 1996 and up 7.1% from 1999. According to
the San Diego Convention and Visitors Bureau, through the eleven months ended November 30, 2001, visitor
spending was down 1.3% from the same period in 2000. This decline reflects the impact of the Attacks; according
to the San Diego Convention and Visitors Bureau, through the eight months ended August 31, 2001, visitor
spending was up 4.1% over the same period in 2000,

Table 6
SAN DIEGO COUNTY
TOTAL VISITOR SPENDING
Calendar Years 1996 through 2000

(in billions)
Calendar Year Amount
1996 $4.05
1997 437
1998 4.70
1999 438
2000 5.23

(1) Visitor spending is an estimate of total direct and indirect visitor expenditures as derived from the Visitor

Activity Model/Visitor Profile Study prepared by CIC Research, Inc. for the San Diego Convention and
Visitors Bureau. '

Source: San Diego Convention and Visitors Bureau

As shown in Table 7, the City’s transient occupancy tax (“TOT") revenues have grown
approximately 46% between Fiscal Year 1997 and Fiscal Year 2001. Due to the slowing economy, prior to the
Attacks, for the first two months of the current fiscal year ended August 31, 2001, TOT revenues were down by
approximately 6% from the same period in the prior fiscal year. Due to the Attacks and the continuing downturn in
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the economy, through November 30, 2001, TOT revenues were down by approximately 13.5% from the same five
months in the prior fiscal year. It is anticipated that the City’s Fiscal Year 2002 budget projection for TOT revenues
will be revised in February 2002 to reflect the current downturn in the local economy. However, at present, the
magnitude of the TOT revision is unknown.

Table 7
CITY OF SAN DIEGO
TRANSIENT OCCUPANCY TAX"
Fiscal Years 1997 through 2001

(in thousands)
Fiscal Year Amount
1997 $ 75,476
1998 85,088
1999 92,128
2000 96,821
2001 109,879

(1) Includes both the General Fund portion of TOT (5.5¢ of 10.5¢) and the balance (5¢ of 10.5¢) allocated fo
Special Promotional Programs.

Source: City Auditor & Comptroller

The City is the focal point for tourism in the County. The Convention Center, approximately 70%
of the County’s hotel and motel rooms, and most of the County’s major tourist attractions, including the world-
renowned San Diego Zoo, the San Diego Wild Animal Park and Sea World, are located in the City. Other
attractions located in the City include the Cabrillo National Monument on Point Loma, the historic Gaslamp Quarter

in the downtown area, the Old Town State Park, and Balboa Park — home to the San Diego Zoo and a host of other
cultural and recreational activities.

In addition to the many permanent attractions available to visitors, the City has also been host to a
number of major events. The City annually hosts the Buick Invitational, a Professional Golfers’ Association Tour
Event played at the Torrey Pines Golf Course. Torrey Pines, which is owned and operated by the City of San Diego,
is a world renowned golf course. In addition, since 1978, the City has annually hosted the Holiday Bowl, a post
season contest of elite college football teams.

The City also hosted the America’s Cup in 1992 and 1995, and the Super Bowl and World Series
in 1998. In addition, the City was the site for the Republican National Convention held in August 1996. The Super
Bowl is scheduled to return to San Diego in 2003.

Associated with the growth in tourism has been an increase in traffic through San Diego’s
Lindbergh Field International Airport. According to the San Diego Unified Port District, in 2000 there were 7.9
million arrivals, up by approximately 3.4% from 1999. In 1998, the San Diego Unified Port District completed a
$238 million expansion to the airport. Features of this cxpansion include an expanded terminal, a new pedestrian
bridge, and improved roadways and parking lots.

In September 2001, the San Diego Convention Center expansion was completed, (§oubling the siz.,e
of the existing facitity to 2.6 million total gross square feet. The Convention Center has had a significant economic
impact on the region since it opened in 1989. )

Military

The military and related defense spending is the second most important component of the San
Diego economy, with only manufacturing making a larger contribution to San Diego County’s Gross Regional
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Product. Prior to 1990, San Diego’s civilian defense contractors were primarily concentrated in aerospace
manufacturing. During the 1990°s, the focus of local defense contracting shifted from aerospace manufacturing to
rescarch and development, with shipbuilding and repair remaining an important component. This transformation
received additional impetus with the relocation to San Diego from Virginia of the Space and Naval Warfare Systems
Command (SPAWARY) in 1997. SPAWAR is responsible for administering contracts to meet the Navy’s continuing
need for state-of-the-art command and communications systems.

According to the San Diego Chamber of Commerce, defense related expenditures (active duty
payroll, retirement benefits and civilian contract awards) in the County during 2000 totaled $9.8 billion, up from
$9.5 billion in 1999. With a total military and civilian payroli of $3.72 billion in the federal fiscal year 2000, San
Diego continued to lead all counties in the nation in terms of combined military and civilian payrolls. Total civilian
defense contracts awarded to County-based businesses totaled $2.9 billion during the federal fiscal year 2000, up
17.4% from the previous year. The Department of Defense also spent $1.3 billion on base operation expenses, $1.04
billion on retirement benefits, and another $0.85 billion on various classified contracts, subcontracts, and other

_contracts of less than $1,000 each. The San Diego Chamber of Commerce estimates that as of June 1, 2000, total
active duty military personnel in the County totaled 103,127 and the total civilian employment was 21,200.

International Trade

The table below is from the International Trade Administration’s Exporter Location Series. This
information is compiled on a fa.s (free alongside ship) basis and includes domestic exports and re-exports. The
total value of exports from the County during 1999, the most recent year for which data are available, totaled
approximately $9.0 billion, up 4.7% from 1998.

Table 8
YALUATION OF EXPORTS
ORIGINATING IN SAN DIEGO COUNTY
Calendar Years 1995 through 1999

(in billions)
Calendar Year Total Exports
1995 $5.9
1996 6.7
1997 7.8
1998 8.6
1999 9.0

Source: International Trade Administration

Major Employers

The City is host to a diverse mix of major employers representing industries ranging from
education and health services, to diversified manufacturing, financial services, retail trade and amusement and
tecreation. Table 9 lists the City’s major employers. The list is compiled from information presented in Greater
San Diego's Guide to Business & Industry, a publication of the Greater San Diego Chamber of Commerce as well as
information gathered by the. City of San Diego. All of the businesses listed in the table have their main offices in the
City, with many having branch offices and/or production facilities in other areas of the County. Accordingly, not all
employees of these businesses work within the City.
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Table 9

CITY OF SAN DIEGO
MAJOR EMPLOYERS®
As of January 1, 2001
Employer Product/Service
10,000 or More Employees:
San Diego Unified School District Education
University of California, San Diego Higher Education
5,000 - 9,999 Employees:
Kaiser Permanente Health Care
Pacific Bell Utility
Qualcomm Wireless Communications
San Diego Community College District Higher Education
Scripps Health Health Care
Sharp Health Care Health Care
3,000 - 4,999 Employees:
Ace Parking Parking Stations and Garages
ADDECO Employment Services Employment Services
Children’s Hospital and Health Care Health Care
Cubic Corporation Electronic Systems
National Steel & Shipbuilding Company Shipbuilding, Repair
Palomar Pomerado Health System Health Care
Samsung Electronics
San Diego Gas & Electric/Sempra Energy Utility
San Diego State University Higher Education
Science Applications International Corporation Research and Development
Seaworld of California Entertainment
Sony Technology Center Electronics
UCSD Health Care Health Care
United Parcel Service Delivery Service
University of San Diego Higher Education
2,000 - 2,999 Employees:
Jack in the Box Inc. - Restaurants
Hewlett Packard Company Electronic Instruments
Manpower Temporary Services Employment Services
Nordstrom Department Store
Solar Turbines Gas Turbine Manufacturing
Scripps Rescarch Institute Biomedical Research
‘YMCA of San Diego County Family Recreation

Zoological Society of San Diego

Entertainment

(1) Does not include various major public employers, including the City, the County, and the federal government
with a combined total county employment of 110,000 as of January 1, 2001,

Source: Greater San Diego Chamber of Commerce and City of San Diego
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Effective Buying Income

Table 10 shows the per capita Effective Buying Income (EBI) for the City, the County, the State,
and the United States for calendar years 1996 through 2000.

Table 10
PER CAPITA EFFECTIVE BUYING INCOME®
Calendar Years 1996 through 2000

Calendar Cityof  County of Stateof  United
Year SanDiego SanDicgp  California  States
1996 15,139 14,975 15,068 15,555
1997 15,804 15,618 15,797 16,281
1998 16,291 16,101 16,299 16,895
1999 17,443 17,270 17,245 17,691
2000 19,238 19,498 19,081 18,426

(1) Effective Buying Income is defined as the aggregate of wages, salaries, interest earnings, and all forms of public
assistance income (such as Social Security and unemployment compensation) less personal tax payments,
contributions to Social Security, and the value of income “in kind” from food stamps, public housing subsidies,
medical care etc. Effective Buying Income is a proxy for “disposable” or “after-tax” income.

Source: Sales & Marketing Management Magazine “Survey of Buying Power”

Building Permits

Table 11 provides a summary of the building permit valuations, and the number of new dwelling
units authorized in the City, for Fiscal Years 1997 through 2001. The valuation of non-residential permits includes
both private, commercial construction and publicly funded, non-tax generating projects.

Table 11
CITY OF SAN DIEGO
BUILDING PERMIT VALUATIONS
AND NUMBER OF DWELLING UNITS
Fiscal Years Ended June 30, 1997 through 2001

1997 1998 1999 2000 2001
Valuation (in thousands)
Residential $541,443  $890476  $857,747  $1,185999  $1,181,385
Nonresidential 478,887 576,170 783,106 960,479 693.687
Total §1.020.330 §1466646 $1.640853  $2146478  $L875072
Number of New Dwelling Units:
Single Family "2,197 3,032 2,612 2,084 2,075
Multiple Family 1,014 3018 2,856 3,662 3.829
Total 3210 6,050 2468 L6 2.204

Source: City of San Diego, Planning and Development Review Department

Business Development Program

The City actively supports economic development and job creation activi}ies. A key element of
these activities is the Business Expansion and Retention Program (BEAR Program), a proactive effort on the part of
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the City to work directly with businesses to retain local firms and help them expand their investment and job growth.
This program was created in 1995 by integrating the City’s existing business development activities to provide
centralized coordination and data management, and to expand operational relationships with partnership agencies
. such as the Economic Development Corporation and Sempra Energy. BEAR Program components include Business

Incentives, Targeted Assistance, sales and use tax rebates through the Business Cooperation Program, Business
Outreach, and Business Finance.

Afurther element of the City's overall business development effort has focused on streamlining
the permitting process and, when feasible, eliminating or reducing fees and permits. A major component of this
streamlining effort has been the creation of a “one-stop™ permitting center which has in most cases reduced
development permit processing time by one-half. The center climinates the need for permit applicants to seek
approval from several City departments by consolidating the review and permit process.

The City also operates the Office of Small Business which provides a broad range of assistance
programs for the many small businesses in the City. In 1995, the City Council reduced the annual Business License
Tax for all businesses with 12 or fewer employees to a flat fee of $34 per business with no per employee charge.
The City charges an annual fee of $125 plus $5 per employee for businesses with 13 or more employees.

Transportation

San Diego has a well-developed highway system, Access in and out of the region is provided by
five major freeways running north and south and three freeways running east and west.

Public transportation through the City and surrounding communities is provided by the San Diego
Metropolitan Transit Development Board (“MTDB"). The San Diego Trolley, Inc. operates a fleet of electric
trolleys that provides transportation for commuters and tourists from downtown San Diego to San Ysidro (adjacent
to Tijuana), and from downtown San Diego to the southemn part of the County and East County. The East Line
extension to Santee was completed in 1996. This 3.6-mile extension connects the cities of El Cajon and Santee. The
trolley also provides service from downtown San Diego to the waterfront area, including the Convention Center. An
extension providing additional service from downtown to the historical Old Town section of the City was completed
in 1996, In addition, the Mission Valley extension, which connects Old Town with Qualcomm Stadium and the
Mission Valley shopping area, ending at the Mission San Dicgo, opened in 1997.

Construction has begun on the 6-mile Mission Valley East Trolley Extension. The project,
scheduled for completion in 2004, will extend east from Quaicomm Stadium connecting Mission Valley with San
Dicgo State University, La Mesa, and East County. The extension will include four new trolley stops, including a
subterranean station at San Diego State University. The project is estimated to cost approximately $435 million,
including $330 million in appropriations from the federal govemment,

A 43-mile Coaster Commuter rail line from Oceanside to downtown San Diego came i{lto scrvigc
in 1995. This line links communities along the coast from Oceanside to Del Mar with downtown San Diego and is
operated by North County Transit District ("NCTD").

Proposition A, voter approved in November 1987, authorized a one-half cent increase to thf: local
sales tax to fund transportation improvements for the San Diego region. Through Fiscal Year 2001, the City has

been allocated approximately $245 million in Proposition A funds and expects to receive an additional $26.8 million
for Fiscal Year 2002,

State Propositions 108/111/116, voter approved in June 1990, increased the State gas tax and
authorized the sale of rail bonds. The revenues generated from these measures are to be used to implement a
comprehensive Statewide transportation funding program. Through Fiscal Year 2001, the City has received
approximately $92.8 million in Proposition 111 funds and expects to receive an additional $7.6 million for Fiscal
Year 2002. Revenues from this source supplement the City’s street maintenance and resurfacing program and other

strect related services, including traffic light and signal maintenance, median maintenance and traffic engineering to '
ensure efficient traffic flow.
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MUNICIPAL GOVERNMENT AND FINANCIAL INFORMATION

Governmental Organization

The City is a charter city and operates under the Council-Manager form of govemnment. The City
Council is comprised of eight members elected by district to serve overlapping four-year terms. The Mayor, who
presides over the City Council, is elected at large to serve a four-year term. The City Council, which acts as the
City’s legislative and policy-making body, selects the City Manager, who is the City’s chief administrator and is
responsible for implementing the policies and programs adopted by the City Council.

Accounting Practices

The City’s accounting policies conform to generally accepted accounting principles applicable to
governmental entitics. The City’s Governmental Funds and Expendable Trust and Agency Funds use the modified
accrual basis of accounting. Under the modified accrual basis of accounting, revenues are recorded when both
available and measurable. Certain fines and forfeitures, however, are recorded when received as they are not
susceptible to accrual. Expenditures are recognized when the related liability is incurred except for (1) principal of
and interest on general long-term debt, which are recognized when due, and (2) employee annual leave and claims
and judgments for litigation and self-insurance which are recorded in the period due and payable. Proprietary Fund,
Pension Trust, and Nonexpendable Trust Funds use the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized when earned, and expenses are recorded when incurred.

The City prepares financial statements annually in conformity with generally accepted accounting
principles for governmental entities which are audited by an independent certified public accountant. The annual
audit report is generally available about 180 days after the June 30 close of each fiscal year, The City’s most recent

general purpose financial statements for the Fiscal Year ended June 30, 2000, were audited by Calderon, Jaham &
Osborn, CPAs.

Budgetary Process

The City’s annual budget, which is adopted in July and published in October, is the culmination of -
the annual budget process which begins in the fall of the preceding year. Public input on service and program

priorities is solicited. This input serves as part of the City Council’s priority setting for the development of the
budget.

Based upon City Council budget priorities, departments submit operating and capital improvement
project requests to the City Manager for review by the Financial Management Department.  The City Manager
evaluates and prioritizes the program requirements, determines funding availability, and develops a balanced budget

as required by the City Charter. This proposed balanced budget is published and presented to the City Council by
their first meeting in May.

During May and June, the Mayor and City Council conduct budget meetings to review th'e
Proposed Budget. Public comment is received at this time. The budget meetings are conducted as Council
workshops focusing on policy issues.

As required by the City Charter, the City Council adopts the Annual Budget and Appropriation
Ordinance no carlier than the date of the first Council meeting in July and no later than the last meeting in July. The
adoption of the Appropriation Ordinance requires two noticed public hearings which are usually held on consecutive
days. The Annual Tax Rate Ordinance is adopted no later than the last City Council meeting in August.

The Financial Management Department works closely with the City Auditor and Comptroller to
monitor fund balances, as well as revenue projections, throughout the fiscal year. Variations from budget or plans
are alleviated in a number of ways, including expenditure reductions or deferrals. As another technique of
accomplishing budgetary control, the City also maintains an encumbrance accounting system, under which purchase
orders, contracts, and other commitments for the expenditure of funds are recorded in order to reserve that portion of
the applicable appropriation.

In addition, a new budget review function has been created within the office of the City Auditor
and Comptroller to provide independent budget analysis to the Mayor and members of the City Council. The

A-11



purpose of this new function, created at the request of the Rules, Finance and Intergovernmental Relations
Committee of the City Council, is to help the Mayor and City Council gain an in-depth understanding of City
departments, programs, and activities in order to set effective policies and priorities for the City. It is angncnpatﬁed
that the Rules, Finance and Intergovernmental Relations Committee of the City Council will select specific _Clty
departments and programs to be reviewed on an ongoing basis. Ultimately, when completed, departmental reviews
will be used to guide the City's future priorities.

Restructuring

In order to focus additional resources on long-range planning, the prevention of storm water
pollution, the maintenance of City facilities, and the human resource need§ of the City, the City Mx}t}ager
implemented several structural changes effective January 2001. These organizational changes place additional

emphasis on these priorities, while continuing to meet the City’s other high priorities. This restructuring involved
only minor accounting changes.

Five Year Summary of Financial Results

Tables 12 and 13 present the Balance Sheet and the Revenue and Expenditure statements of the

City’s General Fund for Fiscal Years 1997 through 2001 in the format presented in the Comprehensive Annual
Financial Report.
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CITY OF SAN DIEGO
BALANCE SHEET FOR THE GENERAL FUND

Table 12

Fiscal Years 1997 through 2001

(in thousands)
1997 1998
ASSETS
Cash or Equity in Pooled Cash & $13,342 $23,516
[nvestments
Receivables: .
Taxes — Net 26,142 27,739
Accounts — Net 23,992 26,392
Claims — Net 30 41
Notes 182 -
Accrued Interest 1,915 2,451
From Other Funds 76,808 82,923
From Other Agencies 67 613
Advances to Other Funds 8,346 4,570
Advances to Other Agencies 350 350
Prepaid and Reimbursable 315 357
ltems & Deposits
Total Assets $151,489 $168,952
LIABILITIES
Accounts Payable 2923 2,135
Accrued Wages and Benefits 11,807 - 14,793
Due ta other Funds 768 -
Deferred Revenue 30,669 29,590
Contracts and Notes Payable 76.808 82,000
Total Liabilities $122,975 $128,518
FUND EQUITY
Reserves:
Reserved for Encumbrances $6,376 $9,181
Reserved for Advances & 8,696 4,920
Deposits
Unreserved:
Designated for Unrealized Gains 396
Designated for Subsequent 1,430 1,936
Year’s Expenditures
Undesignated 12012 24,001
Total Fund Equity $28.514 $40.434
Total Liabilities & Fund Equity $151,489  $168952

Source: City of San Diego Comprehensive Annual Financial Report
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1999

$16,005

27,491
29,856
9

1,745
94,547
1,068
6,771
350
302

$178,144

2,461
16,598
30,934
88,500

$138,493

$9,542
7,121

1,818

21,170

$39.651
4178144

2000 2001
$24,708 $48,777
30,182 . 32,431
32,805 38,016
36 16
2,744 3,011
109,686 87,135
1,068 1,635
9,920 10,628
350 350
L161 152
$212,660 $222,151
$2,927 $2,057
21,923 27,445
33,904 37,942
99,500 77,000
$158,254 $144,444
$11,628 $11,150
10,270 10,978
2,287

2,927 2,132
29,536 51,160
54,406 $71.707
$212.660 $222.151



Table 13
CITY OF SAN DIEGO
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE FOR THE GENERAL FUND
Fiscal Years 1997 through 2001 (in thousands)

1997 1998 1999 2000 2001

REVENUES:
Property Taxes $114,841 $123,012 $130,624 $144,288 $158,585
Sales Taxes 104,327 117,985 128339 130,240 142,069
Other Local Taxes 69,165 83,796 86,968 94,809 109,151
Licenses and Permits 21,750 19,272 20,630 20,693 22,154
Fines, Forfeitures and Penalties 17,125 16,170 23,613 28,410 29,776
Revenues from Use of Money and Property 27,673 30,789 29,940 34,429 40,841
Revenues from Federal Agencies 912 2,081 2,026 1,644 787
Revenues from Other Agencies 47,758 51,522 55,697 83,821 87,262
Charges for Current Services 71,884 67,825 70,244 77,469 84,156
Other Revenue 2299 2,871 2,526 2,777 2,606
Total Revenues $471734 $515323 5550607 $618.580 $677.387
EXPENDITURES:
Current: .
General Government $62,134  $64,725 $67,405 $69,400 §79,800
Community and Economic Development 13,037 13,967 14,740 14,661 19,778
Public Safety 283,683 295,762 315231 348,869 369,607
Libraries 18911 20,677 21,824 22,820 26,494
Park, Recreation and Culture 40,469 41,561 44910 49,850 56,748
Public Works 80,141 66,931 70,413 76,300 80,999
Employee Relations and Special Projects 802 633 723 637 548
Development Services 4415 - - - -
Miscellaneous and Unallocated 1,835 2,260 2,505 1,881 1,367
Debt Service:
Interest 3.307 3.683 4,894 5.213 4,616
Total Expenditures $510,199 §542.645

$508.734 $389.631 $639.957
EXCESS (DEFICIENCY) OF REVENUES OVER $(31,000) §5,124  $7,962 §28949 $37430
EXPENDITURES

OTHER FINANCING SOURCES (USES)

Transfers from Proprictary/ Fiduciary Funds $5072 31918 81,574  $2,117 84,074
Transfers from Other Funds 32,333 37,729 28,369 30,511 29,236
Transfers from Component Unit - 554 588 324 86
Transfers to Proprietary Funds (2,092) (8,352) (15,816) (18,976) (14,274)
Transfers to Other Funds (5.667) (25.592) (24365) (27.520) (32,601)
Transfers to Component Unit = (900) (900) (650) (650)
TOTAL OTHER FINANCING $20646  §$5.357 ($10.550) (S14.194) (314,129)

SOURCES (USES) -
EXCESS (DEFICIENCY) OF REVENUES AND  ($1,354) $10,481 ($2,588) $14,755  $23,301
OTHER FINANCING SOURCES OVER
EXPENDITURES AND OTHER FINANCING

USES

FUND BALANCE AT JULY 1 $28818 $28514 $40434 $39.651 $54.406
Cumulative Effect of a Change in Accounting - - 314 - - -
Principle

Residual Equity Transfers from Other Funds 1,050 1,125 1,805 = =

FUND BALANCE AT FOLLOWING JUNE30  §285]14 $40434 $3965]1 854406 $72.707

(1) In connection with restructuring in Fiscal Year 1998, expenditures for engineering permit functions of the General
Fund were shifted to the Enterprise Fund component of Development Services.

Source:  City of San Diego Comprehensive Annual Financial Report
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The following table presents the operating budget summary for Fiscal Years 2000 through 2002.

Table 14
CITY OF SAN DIEGO
OPERATING BUDGET SUMMARY
Fiscal Years 2000 - 2002

Actual Results in
A Budget Format Adopted Budget Adopted Budget

Fiscal Year 2000 Fiscal Year 2001 Fiscal Year 2002

REVENUE SOURCES:

Property Tax $144,072,407 $159,873,991 $169,443,711
Sales Tax @ 130,239,960 139,488,202 141,571,382
Transient Occupancy Tax 50,922,148 55,307,161 61,920,984
Property Transfer Tax . 5,289,675 5,188,876 5,613,652
Licenses and Permits 20,650,202 19,268,771 21,207,271
Fines, Forfeitures and Penalties 28,281,481 26,269,059 29,728,069
Interest Eamings 11,120,141 4,900,000 5,900,000
Franchises 36,597,204 37,212,875 45,518,854
Other Rents and Concessions 24,837,390 23,791,594 26,592,805
State Motor Vehicle License Fees 61,256,139 64,759,082 70,310,886
Other Revenue from Agencies® 25,866,530 13,038,054 9,063,054
Charges for Current Services 75,311,770 63,806,153 67,291,812
Transfers from Other Funds 37,381,766 47,041,725 40,624,985
Other Revenue 707,863 957,968 872,968
Prior Year Fund Balance 15.000.000 15,750,000 31,700,000
Total General Fund Revenues $667,534,676 $676,653,511 $727.360433
EXPENDITURES:

Public Safety $341,877,010 $358,025,368 $379,210,941
Parks and Recreation 53,525493 59,495,101 63,667,045
Sanitation and Health 37,391,808 38,704,285 41,929,081
Transportation ' 27,432,590 30,090,228 28,301,397
Library 24,211,364 27,675,365 32,758,024
Neighborhood Services 24,316,980 27,672,563 30,877,221
Operations Support 95,523,665 97,960,062 107,582,988
Internal Support/Management 35,677,809 36,733,138 . 43,033,736
Total General Fund Expenditures $639.956,719 3676.356,110 $727.360.433

(1) 'The budget is prepared on the modified accrual basis of accounting except that (i) encumbrances outstanding at
year-end are considered as expenditures and (ii) the increase/decrease in reserve for advances and deposits to
other funds and agencies are considered as additions/deductions of expenditures.

(2) Includes Proposition 172 Safety Sales Tax.

(3) Includes approximately $12.93 miltion in Tobacco Settlement Revenues (TSRs) received by the City during
Fiscal Year 2000, of which $2.25 million was budgeted for General Fund purposes during Fiscal Year 2000 and
approximately $1.6 million was allocated to unappropriated reserves for Fiscal Year 2000. Of the
approximately $9.1 million remaining TSRs received during Fiscal Year 2000, approximately $5.75 million is
included in the Prior Year Fund Balance amount for Fiscal Year 2001, with the remaining $3.35 million fo be
allocated to unappropriated reserves for Fiscal Year 2001. TSRs received by the City during Fiscal Year 2001
are budgeted in Fiscal Year 2002.

Source:  City of San Diego, Financial Management Department

A-15



Fiscal Year 2000

The actual Total General Fund Revenues, presented in a budget format equivalent to Table 14, for
Fiscal Year 2000 equaled $667.5 million, $65.8 million or 10.9% above the actual results for Fiscal Year 1999, The
following table shows the change in actual major revenue sources for Fiscal Year 2000 over Fiscal Year 1999.

Change in Major Revenue Sources
Actual Results Fiscal Year 2000 over Fiscal Year 1999

s Property Tax + 10.4%
e Sales Tax + 7.3%
¢ Transient Occupancy Tax + 5.1%
¢ Motor Vehicle License Fees + 12.0%

(1) The above percentages reflect overall growth in these revenue sources, and include allocations to the General

Fund for Property Tax, and Total City Sales Tax, excluding Proposition 172 Safety Sales Tax, and Total City
Transient Occupancy Tax.

Source: City of San Diego, Financial Management Department

Fiscal Year 2001

The actual Total General Fund Revenues, presented in a budget format equivalent to Table 14, for
Fiscal Year 2001 equaled $725.8 million, which represents an increase of $58.3 million or 8.7% more than the
actual results for Fiscal Year 2000, and $49.4 million or 7.3% more than the adopted budget for Fiscal Year 2001.
The following table shows the change in actual major revenue sources for Fiscal Year 2001 over Fiscal Year 2000.

Change in Major Revenue Sources
Actual Results Fiscal Year 2001 over Fiscal Year 2000

e Property Tax + 9.8%
e Sales Tax + 8.5%
¢ Transient Occupancy Tax + 13.5%
*  Motor Vehicle License Fees + 9.7%

(1) The above percentages reflect overall growth in these revenue sources, and include allocations to the Gene{al
Fund for Property Tax, and Total City Sales Tax, excluding Proposition 172 Safety Sales Tax, and Total City
Transient Occupancy Tax.

Source: City of San Diego, Financial Management Department

Actual Total General Fund Expenditures, presented in a budget format equivalent to Table 14, for
Fiscal Year 2001 equaled $686,234,635, an increase of $46.3 million or 7.2% more than the actual results for Fiscal
Year 2000, and $9.9 million or 1.5% more than the adopted budget for Fiscal Year 2001.

Fiscal Year 2002 (Adopted Budget)

Under the City’s Fiscal Year 2002 adopted budget, Total General Fund Revenues cqual $727.4
million, up $1.6 million or 0.2%, from Fiscal Year 2001 actual results. The adopted budget assumes that San Diegp
will experience slower economic growth in Fiscal Year 2002 than in prior years. Slower economic growth is
projected due to declining consumer confidence and the uncertain impact of higher energy prices to businesses apd
households. Further, the budget was prepared before the Attacks and has not been amended to reflect the potential
consequences of the Attacks. The City did not include any revenues from the State for local fiscal relief in its
budget for Fiscal Year 2002. Below are budgeted rates of change for the major revenues.
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Projected Change in Major Revenue Sources
Fiscal Year 2002 Budget Growth Rates™

¢ Property Tax + 74%
* Sales Tax . + 50%
e Transient Occupancy Tax + 6.0%
* Motor Vehicle License Fees + 5.0%

(1) The above percentages reflect overall growth in these revenue sources (based on Fisgal Year 2001 year-e:nd
projections), and include allocations to the General Fund for Property Tax, and Totat City Sales Tax, excluding
Proposition 172 Safety Sales Tax, and Total City Transient Occupancy Tax.

Source: City of San Diego, Financial Management Department

Although the Fiscal Year 2002 adopted budget anticipated slower economic growth than in prior
years, aggregate revenue collections to date have come in below budgeted levels due to the Attacks and the recent
economic downturn. Due to the slowing economy, prior to the Attacks, for the first two months of the current ﬁsc_:al
year ended August 31, 2001, TOT revenues were.down by approximately 6% from the same period in the prior
fiscal year. Due to the Attacks and the continuing downturn in the economy, through November 30, 2001, TOT
revenues were down by approximately 13.5% from the same five months in the prior fiscal year. Sales Tax
revenues to the City for the first six months (ended December 31, 2001) of the current fiscal year were
approximately 1% above the Sales Tax revenues received for the same period in the prior fiscal year. Through the
first six apportionments (ended January 16, 2002) of Fiscal Year 2002, Property Tax revenues received by the City
were up approximately 7% from the same period in the prior fiscal year. Motor Vehicle License Fee revenues to the
City for the first six months (ended December 31, 2001) of the current fiscal year were approximately 5% above the
Motor Vehicle License Fee revenues received for the same period of the prior fiscal year. It is anticipated that the
City Manager will present a report on the City’s Fiscal Year 2002 financial status to the City Council during
February 2002. This report will include an update on revenues and the impact of current economic conditions.

The Fiscal Year 2002 adopted budget includes $727.4 million in Total General Fund
Expenditures. This represents an increasc of $51.0 million or 7.5% from the prior year's adopted budget. Under the
adopted budget, Public Safety spending would increase to $379.2 million, an increase of $21.2 million or 5.9% from
the previous budget. This increased public safety spending would provide for 20 more police officers, 3.5 new
lifeguards, and an additional fire recruit academy. The budget would also include funding for 27.5 new positions in
the Library Department to extend hours at several branch libraries throughout the City.

Vehicle License Fee Reduction

. The State’s vehicle license fec (“VLF”) is an annual fee on the ownership of a registered vehicle
in California. -Automobiles, motorcycles, pick-up trucks, commercial trucks and trailers, rental cars, and taxicabs
are all subject to the VLF. VLF revenues are distributed by the State to cities and counties. Approximately three-
fourths of VLF revenues (one-half to cities and one-half to counties) can be used for any lawful purpose, with the
remaining funds allocated to counties to pay for “realignment” health and social services programs. Under the State
of California’s Vehicle License Fee Law, beginning January 1, 1999, the vehicle license fee was permanently
reduced from 2.0% to 1.5%. The law also provided for a one-year reduction to 1.3% for vehicles with a payment
due date during calendar year 2000. Subsecquently, the law was amended to continue the rate at 1.3% through
calendar year 2002 and provide for an additional reduction to 0.65% (also through calendar year 2002), which will

be returned to taxpayers in the form of a rebate. Beginning in 2003, the vehicle license fee will be reduced on a
permanent basis to 0.65%.

To ensure that local governments are not impacted by the fee reductions, State law provides for an
offset from the State’s General Fund equal to the amount of the reduction. Under the offset provisions, the State’s
General Fund pays local governments for lost VLF revenues on a dollar per dollar matching basis, fmm. state
General Fund revenues. The repayment funds are continuously appropriated, and do not need to be approved in the
annual budget process. A statutory, continuous appropriation, however, is not a firm guarantee of a continuing-
replacement and the repayment is subject to the availability of monies for transfer from the State’s General Fund.
Thus, in future years, there could be a loss by local governments of State revenues to offset lost VLF fees.
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The City received approximately $67.2 million in VLF revenues for the Fiscal Year ending June
30, 2001, a 9.7% increase over the prior year’s actual receipts. For the Fiscal Year 2002 budget, VLF revenues are
projected at approximately $70.3 million. VLF fees represent approximately 9.7% of the Fiscal Year 2002 Tota!
General Fund Revenues and are the third largest revenue source (after property taxes and sales taxes).

Energy Conservation and Management

California is currently in the midst of an unprecedented energy crisis that is causing significant
economic impacts for the City of San Diego, its residents and businesses. The nature of the crisis is highly volatile
and changes every day. This section discusses the impact of the current energy situation on the City of San Diego’s
revenues and expenditures as well as the potential effects to the economy.

The current energy problem was initiated by a 1996 state deregulation plan developed by the
California State Legislature. The plan deregulated the wholesale price of electricity but not the retail price based on
the assumption that wholesale prices would remain low. Additionally, the California Public Utilities Commission
adopted rules preventing investor-owned utilities such as San Diego Gas and Electric (SDG&E) from entering into
long-term agreements to purchase electricity at fixed rates, forcing them to purchase electricity on what is now a
highly volatile spot market. As a result, in calendar years 2000 and 2001, Californians paid significantly more for

electricity than the year before and the State’s major utility companies were brought to the verge of, and/or filed for
bankruptcy protection.

The dramatic increase in energy costs has had an impact on the City's expenditures for energy. In
Fiscal Year 2000, the City’s General Fund paid approximately $5.1 million for encrgy (electricity' and nz}tuml gas).
In Fiscal Year 2001, the General Fund budget for energy totaled of $6.4 million. Due to the significant increase in

energy costs since June 2000, actual energy expenditures for Fiscal Year 2001 were $9.3 million, or $2.9 million
more than the budgeted amount,

The budget impact of higher energy costs has been offset to a certain extent by an increase in
franchise fees received by the City. SDG&E operates under a 50 year City franchise that was granted in 1970. The
City and SDG&E recently have reached an agreement for the remaining 20 years of the franchise, under whicl.x,
SDG&E pays a franchise fee to the City equal to 3% of its gross in-city sales of natural gas and electricity. This
agreement is subject to final approval by the California Public Utilities Commission.

The City’s General Fund receives 75% of the revenues derived from this franchise fee. For Fiscal
Year 2000, the General Fund received $22.2 million in franchise fees from SDG&E, or $1.5 million above the
budgeted amount. For Fiscal Year 2001, the City's General Fund adopted budget included $22.5 million in
franchise fees from SDG&E., However, due to the recent increase in energy prices, for Fiscal Year 2001, the
General Fund received approximately $5.2 million more than was budgeted. The Fiscal Year 2002 General Fund
budget includes $31.4 million in franchise fees from SDG&E.

- The California Department of Water Resources (the “DWR™) has been purchasing power on
behalf of a number of utilities, including SDG&E, and under recently enacted legistation is deemed to be selling the
same to the customers of the utilities. The City believes that SDG&E will continue to pay franchise fees based upon

the revenue from the sale of DWR power to SDG&E customers and expects some clarification on this issue from the
California Public Utilities Commission.

In February 2001, the City Manager established a centralized Energy Conservation and
Management Program. The goal of the program is to achieve energy independence for the City. The Energy
Conservation and Management Program will develop and oversee an energy conservation plan for City facilities,
identify incentives to encourage conservation in new private development, develop a public education program,
study the feasibility of forming a municipal utility district in cooperation with the County of San Diego, analyze the

City’s ability to employ renewable energy sources, and review and advocate energy legislation that benefits the City
of San Diego and the community.

In the short term, State expenditures for purchases of energy and or energy production and
transmission facilities will reduce State funds available for other programs, including transfers to local governments.
In Fiscal Year 2001, the City received $4.3 million in transfers from the State for loca! fiscal relicf. The City’s share
of this funding was originally estimated at $5.0 million for Fiscal Year 2002. However, due to the State's increased
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energy expenditures, the City did not include any such transfers from the State in its budget for Fiscal Year 2002,
Ultimately, the State eliminated transfers to local governments for fiscal relief from its 2002 budget.

Higher energy costs for businesses and households could also reduce income and therefore tax
payments to the State and the City. Over the longer term, increased energy costs on individuals and businc§ses
statewide, and the effect of such increased costs on the prices of other goods, services, transportation and housing,
may reduce the attractiveness of the State for future investment and even induce business and individuals fo relocate
elsewhere,

Property Taxes

The County assesses property and collects secured and unsecured property taxes for the cities,
school districts, and special districts within the County, including the City. Once the property taxes are collected,
the County conducts its internal reconciliation for accounting purposes and distributes the City’s share of such taxes
to the City, generally within a couple of weeks. Prior to distribution, the moneys are deposited in an account
established on behalf of the City in the County Treasurer’s Investment Pool (the “Pool™). If the County and/or the
Pool were at any time to become subject to bankruptcy proceedings, it is possible that City property taxes held in the
Pool, if any, could be temporarily unavailable to the City. In the event of such an occurrence, General Fund revenue
requirements could be met through the use of other City funds. Ad valorem taxes are subject to constitutional limits
as discussed under the section “LIMITATIONS ON TAXES AND APPROPRIATIONS.”

Taxes are levied for each fiscal year on taxable real and personal property which is situated in the
City as of the preceding January 1. For assessment and collection purposes, property is classified either as
“secured™ or “unsecured” and is listed accordingly on separate parts of the assessment roll. The “secured roll” is
that part of the assessment roll containing the taxes on which there is a lien on real property sufficient, in the opinion
of the County Assessor, to secure payment of the taxes. Other property is assessed on the “unsecured roll.”

Property taxes on the secured roll are due in two installments, on November 1 and February 1 of
the fiscal year. If unpaid, such taxes become delinquent on December 10 and April 10, respectively, and a 10%
penalty attaches to any delinquent payment. If not paid, the property is subject to default. Such property may be
redeemed by payment of the delinquent taxes and the delinquent penalty, plus a redemption penalty of 1.5% per
month from July 1 of the following year to the time of redemption. If taxes are unpaid for a period of five years or
more, the property is subject to sale by the County Tax Collector.

Property taxes on the unsecured roll are due as of the March 1 lien date and become delinquent, if
unpaid, on August 31 of the fiscal year. A 10% penalty attaches to delinquent taxes on property on the unsecured
roll, and an additional penalty of 1.5% per month begins to accrue beginning November 1 of the fiscal year. The
taxing authority has four ways of collecting unsecured personal property taxes: (a) a civil action against the
taxpayer; (b) filing a certificate in the office of the County Clerk specifying certain facts in order to obtain a
judgment licn on certain property of the taxpayer; (c) filing a certificate of delinquency for record in the County
Recorder’s Office, in order to obtain a lien on certain property of the taxpayer; and (d) seizure and sale of personal
property, improvements or possessory interests belonging or assessed to the assessee.

A supplemental assessment occurs upon a change of ownership of existing property and for new
construction upon completion. A supplemental tax bill is issued for the difference in property value resulting from
the increase in assessed value prorated for the remainder of the year.

Effective July 1, 1988, Assembly Bill 454, Chapter 921, eliminated the reporting of the unitary
valuations pertaining fo public utilities such as San Diego Gas and Electric and Pacific Telephone. In lieu of the
property tax on these previously included assessed valuations, the City now receives from the State (through the
County) an amount of unitary revenue based upon the unitary property tax received in the prior year.

Table 15 presents assessed valuation within the City for each of the last ten fiscal years ending
June 30, 2002. . .
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Fiscal Year
Ending_
June 30

1993
1994
1995
1996
1997
1998
1999
2000
2001
2002

(1) Includes both locally assessed and State assessed utility property.

Secured
Property

$59,787,900
60,586,129
60,939,995
61,793,760
61,893,902
63,562,588
68,648,609
75,788,751
82,195,239
89,259,317

Table 15

ASSESSED VYALUATION
Fiscal Years Ended June 30, 1993 through 2002
(in thousands except for percentages)™

Unsecured
Property

$4,059,854
4,218,892
4,371,923
4,303,198
4,353,543
4,988,950
5,337,916
5,852,822
6,347,101
6,838,926

Less Net Assessed
ross Total ~ Exemptions ? Valuations @

$63,847,754  $2,099,768 $61,747,986
64,805,021 2,360,741 62,444,280
65,311,918 2,420,027 62,891,891
66,096,958 2,489,507 63,607,451
66,247,445 2,355,174 63,892,271
68,551,538 2,910,753 65,640,785
73,986,525 2,994,814 70,991,711
81,641,573 2,987,620 78,653,953
88,542,340 3,249,430 85,292,860
96,098,243 3,572,188 92,526,055

(2) Excludes homeowners’ and business inventory exemptions.
(3) Net assessed valuation for tax rate purposes. Includes both locally assessed and State assessed utility pmpcrty

Source: City of San Diego Comprehensive Annual Financial Report, Fiscal Year 2001

Fiscal

Year

Ending
June 30

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

Tax Levy "

$127,143
120,574
109,881
109,754
111,281
1719
116,912
127,846
141,963
155,060

Table 16

SECURED TAX LEVIES AND COLLECTIONS

Fiscal Years Ended June 30, 1992 through 2001
(in thousands except for percentages)

Current
Year
Collections

$121,308
114,821
105,911
104,295
108,137
108,676
114,311
124,267
137,859
150,900

Current Year
Collections as
Percentage of

Current Tax Levy

95.41%
95.23
96.39
95.03
97.18
9728
97.78
9720
97.11
9732

Annual Assessed
Valuation

% Change

3.40
1.13
0.72
1.14
0.45
274
8.15
10.79
8.44
8.48

Table 16 shows the City’s secured tax collections for each of the ten fiscal years ended June 30, 2001.

Total Collections
Total Tax as Percentage of
Collections Current Tax Levy @

$125,153 98.43%
119,867 99.41
110,738 100.78
108,192 98.58
110,513 99.31
110,563 98.96
117,429 100.44
126,923 99.28
140,225 98.78
153,406 98.93

(1) Commencing in Fiscal Year 1993, by action of the State Legislature, there was a permanent shift of some
property taxes from cities to schools.

(2) Tota! Coliections include unpaid taxes from previous years’ tax levies collected in the current fiscal year.

Source: City of San Diego Comprehensive Annual Financial Report for Fiscal Year 2001.
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Table 17 indicates the ten largest secured and unsecured property taxpayers in the City.
Table 17 .
PRINCIPAL PROPERTY TAXPAYERS IN CITY OF SAN DIEGO®
Tax Roll for Fiscal Year 2001-2002
(in thousands, except for percentages)

Percentage of

Type of Business Assessed Net Assessed © Amount

Taxpayers Valuation @® Valuation® of Tax @
Qualcomm Electronics $435,799 0.48% $4,851
Equitable Life Assurance Investment 351,261 0.39 3,876
Kilroy Realty LP Real Estate 330,059 0.36 3462
Sea World Entertainment 265,000 0.29 2,947
Pacific Gateway Developer 245,411 0.27 2,728
Sony Corp. of America Electronics 227,386 0.25 2,313
University Towne Center LLC Shopping Center 220,291 0.24 2,448
Solar Turbines Electronics 211,069 023 2,336
Horton Plaza LLC Shopping Center 188,312 0.21 2,131
Pardee Construction Co. Developer 133,376 0.15 2,151
$2,607,964 2.86% $29,243

(1) This table excludes public utilities, including San Diego Gas & Electric Company, Pacific Bell, and American
Telephone and Telegraph, because vatuations within the City cannot be readily determined.

(2) Total assessed valuation includes both secured and unsecured property.

(3) Using total Net Assessed Valuation of $91,142,819,000, which excludes homeowners’ exemptions.

(4) The City receives approximately 17.2% of total taxes paid.

Source: County of San Diego Assessor’s Office

LIMITATIONS ON TAXES AND APPROPRIATIONS
Article XIII A of the California Constitution

Section 1(a) of Article XIII A of the California Constitution fimits the maximum ad valorem tax
on real property to 1% of full cash value (as defined in Section 2 of Article XM A), to be collected by each county
and apportioned among the county and other public agencies and funds according to law. Section 1(b) of Article
XII A provides that the 1% limitation does not apply to ad valorem taxes to pay interest or redemption charges on
(a) indebtedness approved by the voters prior to July 1, 1978, or (b) any bonded indebtedness for the acquisition or
improvement of real property approved on or afier July 1, 1978, by two-thirds of the votes cast by the voters voting
on the proposition. Section 2 of Article XIII A defines “full cash value” to mean “the County Assessor’s valuation
of real property as shown on the 1975/76 tax bill under full cash value or, thereafier, the appraised value of real
property when purchased, newly constructed, or a change in ownership has occurred after the 1975 assessment.”
The full cash value may be adjusted annually to reflect inflation at a rate not to exceed 2% per year or 1o reflect a
reduction in the consumer price index or comparable data for the area under the taxing jurisdiction, or reduced in the
event of declining property values caused by substantial damage, destruction, or other factors. Legislation enacted
by the State Legislature to implement Article XIII A provides that notwithstanding any other law, local agencies

may not levy any ad valorem property tax except to pay debt service on indebtedness approved by the voters as
described above,

In addition, legislation enacted by the California Legislature to implement Article XIII A provides
that all taxable property is shown at full assessed value as described above. In conformity with this procedure, all
taxable property value included in this Offering Document (except as noted) is shown at 100% of assessed value and
all general tax rates reflect the $1 per $100 of taxable value.
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On June 3, 1986, California voters approved an amendment to Article X1l A, which added an
additional exemption to the 1% tax limitation imposed by Article XIII A. Under this amendment to Article XIII A,
local governments and school districts may increase the property tax rate above 1% for the period necessary 1o retire
new general obligation bonds, if two-thirds of those voting in a local election approve the issuance of such bonds
and the money raised through the sale of the bonds is used exclusively to purchase or improve real property.

In the June 1990 election, the voters of the State approved amendments to Article XIII A
permitting the State Legislature to extend the replacement dwelling provisions applicable to persons over 55 to
severely disabled homeowners for a replacement dwelling purchase or newly constructed on or after June 5, 1990,
and to exclude from the definition of “new construction” triggering reassessment improvements to certain dwellings
for the purpose of making the dwelling more accessible to severely disabled persons. In the November 1990
election, the voters of the State approved an amendment of Article XIII A to permit the State Legistature to exclude
from the definition of “new construction™ seismic retrofitting improvements or improvements utilizing carthquake
hazard mitigation technologies constructed or installed in existing buildings after November 6, 1990, Since 1990,
the voters have approved several other minor exemptions from the reassessment provisions of Article XIII A.

Article XIII B of the California Constitution

Article XIII B of the California Constitution limits the annual appropriations of the State and of
any city, county, school district, authority or other political subdivision of the State to the level of appropriations for
the prior fiscal year, as adjusted for changes in the cost of living, population, and services for which the fiscal
responsibility is shifted to or from the governmental entity. The “base year” for establishing this appropriations
limit is Fiscal Year 1979 and the limit is adjusted annually to reflect changes in population, consumer prices and
certain increases or decreases in the cost of services provided by these public agencies.

Appropriations of an entity of local government subject to Article XIII B generally include any
authorizations to expend during a fiscal year the proceeds of taxes levied by or for the entity, exclusive of certain
State subventions, refunds of taxes and benefit payments from retirement, unemployment insurance and disability
insurance funds. “Proceeds of Taxes™ include, but are not fimited to, all tax revenues, most State subventions and
the proceeds to the local government entity from (a) regulatory licenses, user charges, and user fees (to the extent
that such proceeds exceed the cost reasonably bome by such entity) and (b) the investment of tax revenues. Article
X1 B provides that if a governmental entity’s revenues in any year exceed the amounts permitted to be spent, the
excess must be returned by revising tax rates or fee schedules over the subsequent two years.

Asticle XIII B does not limit the appropriation of money to pay debt service on indebtedness
existing or authorized as of January 1, 1979, or for bonded indebtedness approved thereafier by a vote of the electors
of the issuing entity at an election held for that purpose.

In the June 1990 election, the voters of the State approved Proposition 111, which amended the
method of calculating State and local appropriations fimits. Proposition 111 made several changes to Article X1II B,
three of which are reflected in the City’s annual computation of its appropriation limit. First, the term “change in
the cost of living” was redefined as the change in the California per capita personal income (“CPCPI") from the
preceding year. Previously the lower of the CPCPI or the United States Consumer Price Index was used. Second,
the appropriations limit for the fiscal year was recomputed by adjusting the Fiscal Year 1987 limit by the CPCP{ for
the three subsequent years. Third, Proposition 111 excluded appropriation for “all qualified capital outlay projects,
as defined by the Legislature” from the definition of “appropriations subject to limitation.”

Article XIII B allows voters to approve a temporary waiver of a government’s Article XIII B limit.
Such a waiver is often referred to as a “Gann limit waiver.” The length of any such waiver is limited to four years.
In June 1990, San Diego voters approved a four-year increase in the City’s Article XIII B fimit (for Fiscal Years
1992 through 1995). In the November 1994 election, San Diego voters approved another four-year increase in the
City's Article XIII B fimit (for Fiscal Years 1996 through 1999), The Gann limit waiver does not provide any
additional revenues to the City or allow the City to finance additional services. The City’s appropriations limit for
Fiscal Year 2002 was established at $603,258,862. 1t is estimated that the City will be under the Gann Limit by

approximately $43.8 million. The impact of the appropriations limit on the City's financial needs in the future is
unknown.
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Both Articles XIII A and XIII B, as well as Articles XIII C and XIII D described below, were
adopted as measures that qualified for the ballot pursuant to California’s constitutional initiative process. From time

to time other initiative measures could be adopted, affecting the ability of the City to increase revenues and to
increase appropriations.

Articles XHI C and XIII D of the California Constitution

On November 5, 1996, the voters of the State approved Proposition 218, known as the “Right to
Vote on Taxes Act.” Proposition 218 added Articles XITI C and XIII D to the California Constitution, which contain
a number of provisions affecting the ability of the City to levy and collect both existing and future taxes,
assessments, fecs and charges. The interpretation and application of certain provisions of Proposition 218 will
ultimately be determined by the courts with respect to some of the matters discussed below. It is not possible at this
time to predict with certainty the future impact of such interpretations. The provisions of Proposition 218, as so
interpreted and applied, may affect the City's ability to raise revenues for certain programs and obligations.

Proposition 218 (Article XIIT C) requires that all new local taxes be submitted to the electorate
before they become effective. Taxes for general governmental purposes of the City require a majority votc and
taxes for specific purposes, even if deposited in the City’s General Fund, require a two-thirds vote. Further, any
general purpose tax which the City imposed, extended or increased, without voter approval, after December 31,
1994, may continue to be imposed only if approved by a majority vote in an election which must be held within two

years of November 5, 1996. The City has not so imposed, extended or increased any such taxes which are currently
in effect.

Article XIII C also expressly extends the initiative power to give voters the power to reduce or
repeal local taxes, assessments, fees and charges, regardless of the date such taxes, assessments, fees and charges
were imposed. Article XIII C expands the initiative power to include reducing or repealing assessments, fees, and
charges, which had previously been considered administrative rather than legislative matters and therefore beyond
the initiative power. This extension of the initiative power is not limited by the terms of Article XHI C to fees

imposed after November 6, 1996 and absent other legal authority could result in the retroactive reduction in any
existing taxes, assessments, or fees and charges.

The voter approval requirements of Proposition 218 reduce the flexibility of the City to raise
revenues for the General Fund, and no assurance can be given that the City will be able to impose, extend or
increase such taxes in the future to meet increased expenditure needs.

Proposition 218 (Article XIII D) also added several new provisions relating to how local agencies
may levy and maintain “assessments” for municipal services and programs. These provisions include, among other
things, (i) a prohibition against assessments which exceed the reasonable cost of the proportional special benefit
conferred on a parcel, (ii)-a requirement that the assessment must confer a “special benefit,” as defined in Article
XIII D, over and above any general benefits conferred, and (iii) a majority protest procedure which involves the
mailing of notice and a ballot to the record owner of each affected parcel, a public hearing and the tabulation of
ballots weighted according to the proportiona) financial obligation of the affected party. “Assessment” in Article
XL D is defined to mean any levy or charge upon real property for a special benefit conferred upon the real
property. This definition applies to landscape and maintenance assessments for open space areas, street medians,
streetlights and parks. If the City is unable to continue to collect assessment revenues for a particular program, the
program might have to be curtailed and/or funded by the City’s Genera) Fund. Given the approval requirements
imposed by Proposition 218, the City is unable to predict whether it will be able to continue to colfect assessment
revenues for these programs in light of Proposition 218. Since these programs represent additional services, to the
extent such assessment revenues cannot be collected, the City Manager would recommend to the City Council that
such programs be curtailed rather than supported with amounts in the General Fund. Based upon advice from the
City Attorney, the City does not believe that it would be obligated to maintain such programs from the General

Fund. Through October 1, 2001, the City has conducted 34 mail ballot assessment elections, of which all but one
were approved by the property owners.

The City currently has 18 Business Improvement Districts (“BIDs”) located throughout the City
for the purpose of providing improvements intended to encourage business growth within the boundaries of the BID.
The BIDs are financed by assessments paid by businesses operating within the BID. Of the 18 BIDs, 17 currently
levy assessments. In addition, the City has a Property based Business Improvement District to supplement
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maintenance within the Downtown area. The Howard Jarvis Taxpayers Association (“HITA”) challenged the City’s
policy for BID formation, contending that the fees collected should be considered a “special tax” under Proposition
218 and that as such, should only be established after a two-thirds vote.

The City’s position was that the fees collected are neither “special taxes™ nor “property related
assessments” since the BIDs were formed under the Parking and Business Improvement Act of 1989, and the
assessments are collected from the businesses based on the fact that the businesses are located within and benefiting
from the BID, and the ownership in the property on which the businesses are located is not a consideration. On
March 27, 1998, the City’s position was affimmed by a San Diego Superior Court. HITA appealed the Superior
Court’s ruling to the 4th District Court of Appeal. On May 19, 1999, the 4th District Court of Appeal affirmed the
Superior Court ruling in favor of the City’s position. Although HITA appealed the appellate court ruling to the
California Supreme Court, the Court unanimously rejected the petition for review and the case is now final.

In addition, Proposition 218 (Article XIII D) added several provisions affecting “fees™ and
“charges,” defined for purposes of Article XI1I D to mean “any levy other than an ad valorem tax, a special tax, or
an assessment, imposed by a local government upon a parcel or upon a person as an incident of property ownership,
including a user fee or charge for a property related service.” All new and existing property related fees and charges
must conform to requirements prohibiting, among other things, fees and charges which (i) generate revenues
exceeding the funds required to provide the property related service, (ii) are used for any purpose other than those
for which the fees and charges are imposed, (iii) are for a service not actually used by, or immediately available to,
the owner of the property in question, or (iv) are used for gencral governmental services, including police, fire or
library services, where the service is available to the public at large in substantially the same manner as it is to
property owners, Depending on the interpretation of what constitutes a “property related fee” under Article XHI D,
there could be future restrictions on the ability of the City’s General Fund to charge its enterprise funds for various
services provided. Further, before any property related fee or charge may be imposed or increased, written notice
must be given to the record owner of each parcel of land affected by such fee or charge. The City must then hold a
hearing upon the proposed imposition or increase, and if written protests against the proposal are presented by a
majority of the owners of the identified parcels, the City may not impose or increase the fee or charge. Morcover,
except for fees or charges for sewer, water and refuse collection services, or fees for electrical and gas service,
which are not treated as “property related” for purposes of Article XIII D, no property related fee or charge may be
imposed or increased without majority approval by the property owners subject to the fee or charge or, at the option
of the local agency, two-thirds voter approval by the electorate residing in the affected area. The City has a number
of enterprisc funds which are self supporting from fees and charges that may ultimately be determined to be property
related for purposes of Article XIII D, e.g. the Sewer Enterprise Fund and the Water Enterprise Fund, The fees and
charges of all City enterprise funds may be determined to be fees and charges subject to the initiative power referred
to in Article XIII C, as described below. In the event that fees and charges cannot be appropriately increased or are
reduced pursuant to exercise of the initiative power, the City may have to decide whether to support any deficiencies
in these enterprise funds with moncys from the General Fund or to curtail service, o both.

In addition to the enterprise funds discussed above, the City’s stormwater program is funded with
fees, which may ultimately be determined to be property related for purposes of Articles X1 C and D. The City isa
co-permittee under a National Pollution Discharge Elimination System Permit (“NPDES Permit”) for its stormwater
program. Pursuvant to the NPDES Permit, the City is obligated to undertake substantial capital improvements and
implement new opemtions and maintenance procedures for its stormwater program (“NPDES Permit
Requirements™). At the present time, the City is working on a plan of finance for such NPDES Permit
Requirements. If the City is not able to increase its stormwater fees to pay for the NPDES Permit Requirements, or
if such fees are reduced pursuant to the exercise of the initiative power of Article XIII C, the City will have to

identify a plan of finance for same. Such plan of finance ‘may include General Fund moneys not previously
identified. '

Proposition 218 (Article X1l C) also removes many of the limitations on the initiative power in
matters of reducing or repealing any local tax, assessment, fee or charge. No assurance can be given that the voters
of the City will not, in the future, approve an initiative or initiatives which reduce or repeal local taxes, assessments,
fees or charges currently comprising a substantial part of the City’s General Fund. “Assessments,” “fees” and
“charges™ are not defined in Article XIII C, and it is unclear whether these terms are intended to have the same
meanings for purposes of Article XIII C as for Article XIII D described above. If not, the scope of the initiative
power under Article XIII C potentially could include any General Fund local tax, assessment, or fee not received
from or imposed by the federal or State government or derived from investment income.
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Statutory Spending Limitations

A statutory initiative (“Proposition 62") was adopted by the voters of the State at the November 4,
1986, General Election which (a) requires that any tax for general governmental purposes imposed by local
governmental entitics be approved by resolution or erdinance adopted by two-thirds vote of the governmen.tal
agency’s legislative body and by a majority of the electorate of the governmental entity, (b) requires that any spec}al
tax (defined as taxes levied for other than general governmental purposes) imposed by a local governmental entity
be approved by a two-thirds vote of the voters within the jurisdiction, (¢) restricts the use of revenues from a special
tax to the purposes or for the service for which the special tax is imposed, (d) prohibits the imposition of ad valorem
taxes on real property by local governmental entities except as permitted by Article XIII A, (¢) prohibits the
imposition of transaction taxes and sales taxes on the sale of real property by local governmental entities, and (f)
requires that any tax imposed by a local governmental entity on or after March 1, 1985, be ratified by a majority
vote of the electorate within two years of the adoption of the initiative or be terminated by November 15, 1988. The
requirements imposed by Proposition 62 were upheld by the California Supreme Court in Santa Clara County Local
Transportation Authority v. Guardino, 11 Cal.4th 220; 45 Cal Rptr.2d 207 (1995).

The City believes that, notwithstanding the Guardino decision, the provisions of Proposition 62 do
not apply to charter cities. The extent of the application of the decision to taxes authorized prior to the date of the
decision is also undecided. '

The City has effected certain tax increases after the enactment of Proposition. 62 in l98§ and
pursuant to such increases has collected approximately $274.7 million through June 30, 2001. The City did not
increase existing taxes or impose new taxes during Fiscal Year 2001.

While in the opinion of the City Attorney the provisions of Proposition 62 do not apply to charter
cities, this position is being challenged by various groups in other jurisdictions and may be the subject of futl.!re
litigation. If ultimately found valid and applicable to charter cities, Proposition 62 could affect the ability of the City

to continue the imposition of certain taxes, such as sales and transient occupancy taxes, and may further restrict the
City’s ability to raise revenue.

Proposed City Voter Initiative

An initiative proposing an amendment to the San Diego City Charter has qualified to be submitted
to the City voters for the March S, 2002, election. Specifically, this initiative asks the voters whether the charter
should be amended to require that any increase in an existing general tax or imposition of any new general tax be
levied by the City Council only if the proposed levy has been approved by a two-thirds vote of the qualified electors
voting on the proposed tax measure. [f approved, the ability of the City to increase gencral taxes and raise revenues

could be restricted since current state law (Proposition 218) only imposes a majority vote for increases in gencral
taxes.

LABOR RELATIONS

Most City employees are represented by one of four labor organizations. Currently, the American
Federation of State and County Municipal Employees (Local 127) represents approximately 2,120 employees; The
Municipal Employees Association (the “MEA™) and unrepresented employees (who are a part of the MEA
bargaining unit for contract purposes) represents approximately 4,475 employees; The Police Officers Association
(the “POA”) represents approximately 2,050 employees; and the International Association of Firefighters (Local
145) represents approximately 1,000 employees.

Labor agreements are in place with all employee unions through June 30, 2002. :I‘he POA
received a 2% increase effective July 1, 2000, and a 5% increase effective July 1, 2001. Local 145 recc_wed ad4%
increase effective July 1, 2000, and a 5% increase effective July 1, 2001, MEA and Local 127 received a 2%

increase effective July 1, 2000, and a 2% increase effective December 23, 2000; a 5% increase will become effective
December 23, 2001.
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PENSION PLAN

All full-time City employees participate with the full-time employeés of th.e San Diego Unified
Port District (the “District™) in the City Employees’ Retirement System (“CERS”). CERS is a gub!lc employee
retirement system that acts as a common investment and administrative agent for the City and the District. Through

various benefit plans, CERS provides retirement benefits to all general, safety (police and fire), and legislative
members.

. The CERS plans are structured as defined benefit plans in which bengfns are based on salary,
length of service, and age. City employees are required to contribute a percentage (_)f their apnual salary to CERS.
State legislation requires the City to contribute to CERS at rates determined by actuarial valuations.

The City’s last actuarial valuation dated June 30, 2000 stated the funding ratio (Valuation of
Assets available for Benefits to Total Actuarial Accrued Liability), of the CERS fund to be 97.3%. The CERS fund
has an Unfunded Actuarial Accrued Liability (UAAL) of $68.959 million as of June 30, 2000. The UAAL is the
difference between total actuarial accrued liabilities of $2.528 billion and assets allocated to funding of '$2.4_59
billion. The UAAL is amortized over a 30-year period, which started July 1, 1991, with each year’s amortization
payment reflected as a portion of the percentage of payroll representing the employer's contribution rate. As of June
30, 2000, there were 21 years remaining in the amortization period.

INSURANCE, CLAIMS, AND LITIGATION

Workers® Compensation And Long-Term Disability

The City is self-insured for Workers’ Compensation and Long-term Disability. The City’s self-
insured liability for Workers’ Compensation and Long-term Disability is accounted for in the Self Insurance Fund.
The Self Insurance Fund for Workers' Compensation and Long-Term Disability is supported by contributions from
each of the City’s operating funds. These contributions are determined by multiplying an annually established rate
by the gross salaries payable from each of the City’s operating funds. As of June 30, 2001, there is a fund equity
deficit in the Self Insurance Fund of approximately $29,281,000. It is anticipated that individual claim settlements

will be funded through participating operating fund contributions subsequent to the filing of a claim and prior to its
settlement,

Employee Group Health Insurance

Employee Group Health coverage is provided to employees and retirees by third party group
health insurance carriers through an annual “cafeteria plan” selection process.

Public Liability Insurance

The City carries public liability insurance in the amount of $54 million in excess of the City's S.l
miltion self-insured retention. This means that the City may pay up to the first §1 million in any one insured public
liability loss and that insured losses above $1 million and up to $54 million are paid by the City’s publif: lli?blllty
insurance. The City's public liability insurance is purchased in layers, jointly with a number of countics in the
California State Association of Counties — Excess Insurance Authority (“CSAC-EIA™), however, there is no Shaf’f\g
of policy limits with other members of CSAC-EIA for pubtic liability claims. The City budgets for public llabl_llty
claims on an annual basis. The City has incurred total annual liability claims and liability insurance premium
payments as shown below in Table 18.
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Table 18
CITY OF SAN DIEGO
LIABILITY CLAIMS™ AND PREMIUMS
Fiscal Years ended June 30, 1997 through 2001

Liability Claims Expenses Liability Premium
Fiscal Year and Settlement Costs Payments
1997 $ 7,228,465 $1,575,162
1998 9,970,097 1,209,474
1999 7,202,644 1,103,009
2000 ‘ 9,639,750 1,105,678
2001 13,394,697 1,071,330

(1) The City's portion of settlement and investigétion expenses for third party public liability claims, and other
litigation expenses.

Source: City of San Diego, Risk Management

Property Insurance

The City participates in the joint purchase of property insurance including rental interruption and
flood insurance through the CSAC-EIA pool; this does not include Earthquake insurance. This joint purchase of the
City’s “all risk” property insurance, insuring approximately $2 billion of City property, provides coverage for loss to
City property up to approximately $400 million per occurrence, with a $25,000 deductible. This limit of insurance
includes coverage for rental interruption for lease financed locations. The City also carries boiler and machinery
coverage. There is no sharing of limits among the City and member counties of the CSAC-EIA pool, unless the City
and member counties are mutually subject to the same loss. Limits and coverages may be adjusted periodically in
response to requirements of bond financed projects and in response to changes in the insurance marketplace.

Earthquake Insurance

Earthquake coverage is provided for the City Hall building and certain City lease financed
locations in the amount of $75 million, including coverage for rental interruption caused by Earthquake. Earthquake
coverage is subject to the greater of a 5% or $50,000 per unit deductible, effective through March 31, 2002. The
City’s earthquake coverage is purchased jointly and shared with the member counties in the CSAC-EIA pool. Due
to the potential for geographically concentrated earthquake losses, the CSAC-EIA pool is geographically diverse to
minimize any potential sharing of coverage in the case of an earthquake, Depending upon the availability and
affordability of such earthquake insurance, the City may elect not to purchase such coverage in the future, or the
City may elect to increase the deductible or reduce the coverage from present levels.

Employee Dishonesty and Faithful Performance Insurance

The City is a public agency subject to liability for the dishonest acts, and negligent acts or
omissions of its officers and employees acting within the scope of their duty (“employee dishonesty” and “faithful
performance”). The City participates in the joint purchase of insurance covering employee dishonesty and faithful
performance through the CSAC-EIA pool. Coverage is provided in the amount of $10 million per occurrence
subject to a $25,000 deductible.

INVESTMENT OF FUNDS

The Treasurer of the City of San Diego, in accordance with the Charter of the City of San Diego,
is responsible for investing the unexpended cash in the Treasurer's pooled operating investment fund (the
“Investment Pool” or the “City Pool”). Responsibility for the daily investment of funds in the City Pool is delegated

. to the City’s Chief Investment Officer, The City is the only participant in the City Pool; there are no other City Pool

participants either voluntary or involuntary. The investment objectives of the City Pool are preservation of capital,
liquidity and return,
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Oversight and Reporting Requirements

The City Treasurer provides an investment report on a monthly basis to the City Manager, the City
Auditor and Comptroller and the City Council and annually presents a statement of investment policy (the
“Investment Guidelines™) to the City Manager, the City Council and the City Manager's Investment Advisory
Committee. The Investment Advisory Committee was established in 1990 and is comprised of the City Auditor and
Comptroller, a Deputy City Manager and three investment professionals from the private sector. The Committee is
charged with oversight responsibility to review on an ongoing basis the Investment Guidelines and practices of the
City Treasurer and recommend changes. Investments in the City Pool are audited by an independent firm of
certified public accountants as part of the overall audit of the City’s financial statements.

The City's investment section uses outside services to provide investment portfolio valuations and
accounting and reporting services. The service provides monthly portfolio valuation, investment performance
statistics and other statistical security reports, which are distributed to the City Treasurer accounting section and the
City Auditor and Comptroller’s office for review and reconciliation. The City Treasury accounting section prepares .
a series of monthly reports, which includes portfolio market valuation, and distributes these to the Mayor, City
Council, City Manager and other officials.

Authorized Investments

Investments in the City Pool arc governed by State law and further restricted by the City’s
Investment Guidelines. The Guidelines have been written with safety of principal being the foremost objective.
Permitted investments include U.S. Treasury securities, U.S. Agency securities, corporate medium term notes,
money market instruments and the Local Agency Investment Fund (California State Pool). Reverse repurchase
agreements (“reverse repos™) are restricted to 20% of the base value of the portfolio and are governed by various
maturity restrictions as well. A reverse repo is a transaction in which the City Pool sells a security and concurrently
agrees to buy it back from the same party at a later date for a price that includes an interest component for the City
Pool's use of the money. The main operating funds of the City are being managed in two separate portfolios. In its
management of the “Liquidity” portfolio, comprising about 35% of total funds, the City invests in a variety of debt
securities with maturities ranging from one day to one year. The remaining 65% of funds are managed in a separate
“Core” portfolio that consists of a variety of debt securitics ranging from one day to five years; performance is
measured against the Merrill Lynch 1 to 3 year U.S. Treasury Index. Safety of principal and liquidity are the
paramount considerations in the management of both portfolios.

The Pool does not engage in securities lending transactions. As per a review of arf:hived
documents from April 1999 to present, the City’s pooled investment fund has not had eny investments in any
securities issued by PG&E, SDG&E or Southern California Edison.

Pool Liquidity and Other Characteristics

The City Pool (including both the “Liquidity” and the “Core” portfolios) is highly liquid. As of
December 31, 2001, approximately 16% of the pool investments mature within 59 days, 17% within 90 days and
26% within 181 days (on a cumulative basis). As of December 31, 2001, the Pool had a weighted average matul:ity
of 1.66 years (605 days) and its weighted yield was 4.17%. For purposes of calculating weighted average maturity,
the City Treasurer treats investments in the State-wide Local Agency Investment Fund (California State Pool) as
maturing within one day. The Liquidity portfolio had a duration of 0.42 years as of December 31, 2001, and the
Core portfolio had a duration of 1.63 years as of December 31, 2001. Duration is a measure of the price volatility of
the portfolio and reflects an estimate of the projected increase or decrease in the value of the portfolio based upon a
decrease or increase in interest rates. Accordingly, the Liquidity portfolio should decrease in market value by 0.42%
for every 1% increase in market interest rates while the Core portfolio should decrease in market value by 1.63% for
evety 1% increase in market interest rates. The City Pool’s composition is designed with a goal of having sufficient
liquid funds available to meet disbursement requirements. The composition and value of investments under
management in the City’s Investment Pool will vary from time to time depending on cash flow needs of the City,
maturity or sale of investments, purchase of new securities, and fluctuations in interest rates.
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Table 19
CITY OF SAN DIEGO POOLED OPERATING INVESTMENT FUND

at December 31, 2001
(Unaudited)
Percent of
Investment Instrument Book Value Market Value Total
U.S. Treasury Bills and Notes $ 416,720,426 $ 415,245,313 31.04%
Federal Agency Securities 666,076,574 679,450,017 49.60
Medium Term Notes (Corporate)® 116,735,099 120,237,879 8.69
Money Market Instruments®™ 130,345,262 130,412,331 9.71
Local Agency Investment Fund 12,892,036 12,892,036 . 096
NET ASSETS $1,342,769,397 $1,358,237,576 100.00%

(1) Based on Book Value. .
(2) 'These notes consist of both fixed & floating interest rate securities. The notes with floating interest rates are
reset at intervals ranging from one day to three months.

(3) These securities consist of commercial paper, negotiable certificates of deposit, term and overnight repurchase
agreements, banker’s acceptances, bank notes and/or thrift notes.

Source: City of San Diego, Office of the City Treasurer

Derivatives

" As of December 31, 2001, and at least since October 14, 1997, the City’s Investment Pool has had
no assefs invested in structured notes or derivatives prohibited in California Government Code 53601, As of
December 31, 2001, the City has $7,122,811 invested in a simple step-up security purchased on November 9, 2001.
The City Treasurer defines a derivative as a financial instrument whose value is derived from an underlying asset,
price, index or rate, e.g., options, futures or interest rate swaps. A structured note is an investment instrument that
can contain within its structure various combinations of derivatives such as imbedded calls and interest rate swaps
that will offer returns to an investor within a defined set of parameters and interest rate scenarios, €.g., step-ups,
multiple-indexed notes, inverse floaters or leveraged constant maturity notes. The City Treasurer does not define
fixed rate notes, debentures with call features or single index non-leveraged floating rate notes, e.g. monthly LIBOR
plus or minus a spread, as structured notes. The City Treasurer limits structured notes eligible for purchase to those
investments which, at the time of purchase, have no risk of principal loss if held to maturity and offer an estimated
retum at purchase that exceeds the return on a comparable fixed fterm investment in the judgment of the City's
Investment Officer. The City Treasurer does not allow the purchase of securities that have a negative amortization
of principal. In addition, recently enacted California law prohibits the purchase by local governments of inverse
floaters, range notes or interest only strips derived from pools of mortgages.

Reverse Repurchase Agreements

Although the City from time to time uses reverse repos, as of December 31, 2001, and since
September 18, 1996, the City has had no reverse repos in the City Pool. The Investment Guidelines require th‘at all
proceeds of a reverse repo be reinvested in securities whose maturity date or coupon reset date match the maturity of
the reverse repo. The Investment Guidelines limit the use of reverse repurchase agreements to 20% of the base

value of the City Pool. The City’s reverse repo program is monitored daily and reported monthly, as described
above under “Oversight and Reporting Requirements”.

BONDED AND OTHER INDEBTEDNESS
General . .
The City has never failed to pay principal of or interest on any of its debts or lease obligations

when due. The City has issued bonds or entered into instaliment purchase contracts secured by at.xd payable out of
loans and installment sale contracts, in order to provide conduit financing for single and multi-family housing,
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industrial development, and 501(c)(3) non-profit corporations. These bonds and certificates of participation are not
secured by City general funds or revenues.

Long-Term Obligations

As of June 30, 2001, the City had $63,595,000 aggregate principal amount of long-term general
obligation bonded indebtedness outstanding and $388,475,000 aggregate principal amount of long-term gencral fund
lease obligations outstanding. The following table is a schedule, by years, of principal and interest payments
required to be made by the City or its oversight entities with respect to future obligations, as of June 30, 2001. The
City has not incurred any long-term General Fund obligations since June 30, 2001.
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Table 20

CITY OF SAN DIEGO
GENERAL OBLIGATION AND GENERAL FUND LEASE OBLIGATIONS
As of June 30, 2001
(in thousands)

General General Total
Fiscal Year Obligation Fund Lease Principal and
Ending June 30 Bonds Obligations Interest Payable
2002 9,268 37,238 46,506
2003 9,395 35,244 44,639
2004 9,525 35,288 44,813
2005 . 9,645 35,359 45,004
2006 9,777 32,815 42,592
Thereafter 36,260 508.156 544,416
Subtotal 83,870 634,100 767,970
Less Interest Portion (20.275) (295,625) (315,900)
Total Principal Portion $63.595 $388475 3452070

The following provides a summary list of outstanding general obligation bonds and General Fund
lease commitments as of June 30, 2001.

Principal
General Obligation Bonds Outstanding
1994 — Open Space Park Facility District Refunding $45,520
1991 ~ Public Safety Communications 18,075
Total Principal of General Obligation Bonds £63.595
General Fund Lease Commitments
Certificates of Participation
1993 — Balboa Pari/Mission Bay Park Capital Improvements $21,040
1996A — Balboa Park/Mission Bay Park Capital Improvements 26,975
1996B — Balboa Park/Mission Bay Park Capital Improvements Refunding 10,720
1991 — Misdemeanor Pre-arraignment Detention Facility/Wackenhut 1,900
Lease Revenue Bonds
1993 — City/MTDB Authority for Old Town Trolley Extension 16,430
1994 - City/MTDB Authority Refunding - Police CIP and Bayside Extension 40,505
1996 — Stadium Improvements 65,905
1998 — Convention Center Expansion Authority 205,000
Total Principal of General Fund Lease Commitments $388.475

Source: City of San Diego, Auditor and Comptrolier
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Prior Years’ Defeasance of Debt

. In prior years, the City, the San Diego Stadium Authority, the Redevelopment Agency, and the
Facilities and Equipment Leasing Corporation defeased certain General Fund obligations by placing the proceeds of
refunding bonds in an irrevocable trust to provide for all future debt service payments on the old bonds, through
certain applicable redemption dates or maturity, Accordingly, the trust account assets and the liability for the

defeased bonds are not included in the City’s financial statements. As of June 30, 2001, $68,090,000 of defeased
bonds are stiil held by investors,

Proposed Additional General Fund Lease Commitments

From time to time the City issues debt to fund various capital improvements and projects. During
the fiscal year ending June 30, 2002, the City contemplates the issuance of approximately $18 million in general
fund obligations to fund the rehabilitation and construction of fire stations throughout the City. The total project
cost is estimated at approximately $31.1 million with additional funding to come from a combination of cash, state
funds, equipment leases, and bond procecds in future fiscal years. On February 21, 2001, the San Diego City

Council approved a conceptual financing plan for the improvements; however, an ordinance to issuc bonds has not
been authorized.

Short-Term Borrowings

The City has issued tax anticipation notes since the mid-1960°s (except for Fiscal Year !979) in
anticipation of receipt of taxes and other General Fund revenues. The following table presents a 10-year history of
the City’s short-term borrowings:

Table 21
CITY OF SAN DIEGO
SHORT-TERM BORROWINGS
Fiscal Years Ended June 30, 1993 through 2002

Fiscal Year Ended

June 30 Principal Amount
1993 $102,000,000
1994 " 100,500,000
1995 68,000,000
1996 53,000,000
1997 73,500,000
1998 82,000,000
1999 88,500,000
2000 99,500,000
200t 77,000,000
2002 73,000,000

Source: City of San Diego, Auditor and Comptroller

OPERATING LEASE COMMITMENTS

The City has entered into various General Fund lease arrangements under which the City must
make annual payments to occupy buildings necessary for City operations. The table below is a schedule by years of
future minimum rental payments required under such leases entered into by the City that have initial or remaining
noncancellable lease terms in excess of one year, as of June 30, 2001.
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Table 22
CITY OF SAN DIEGO
FUTURE MINIMUM RENTAL PAYMENTS
GENERAL FUND OPERATING LEASE COMMITMENTS

Fiscal Year Ending June 30 Rent Payable
2002 $5,913,218
2003 . 4,924,290
2004 2,057,269
2005 : 1,858,148
2006 1,843,564
Thereafter 14,177,597
Total Minimum Payments $30,774,086

Source: City of San Diego, Auditor and Comptroller and Real Estate Assets Department

Overlapping Debt and Debt Ratios

Table 23 presents a statement of direct and overlapping bonded debt of the City as of October 1,
2001. Revenue bonds, tax allocation bonds and special assessment bonds are not included in the tabulation; lease
revenue obligations payable from the City’s General Fund or equivalent sources are included.

The City contains numerous school districts and special purpose districts, such as for water and
sanitation, many of which have issued general obligation bonds. Some of the issues may be payable from self-
supporting enterprises or revenue sources other than property taxation.

The City periodically issues special assessment or Community Facilities District Mello-Roos
bonds on behalf of petitioning developers or citizens when the City determines that the public facilities to be
finanoed are of a defined extraordinary benefit to the City. These bonds are secured by property owner assessments
or special taxes. As of June 30, 2001, there were six 1915 Act District bond issucs with aggregate outstanding
principal of $47,167,000 and two Community Facilities District (Mello-Roos) bond issues with outstanding
principal of $116,830,000. In order to take advantage of a favorable interest rate environment, in February 1999,
seven 1915 Act assessment districts were consolidated into one reassessment district through the issuance of lien
refunding revenue bonds under the Marks-Roos Bond Local Pooling Act of 1985. Before this refunding, all seven
1915 Act assessment districts had outstanding bonds issued between 1987 and 1992. As of June 30, 2001, there was
$33,785,000 in outstanding Marks-Roos revenue bonds associated with this refunding.

The reserve funds for each of the City’s outstanding 1915 Act District and Community Facilities
District bond issues were fully funded as of June 30, 2001. Although the City is not in any way obligated to make
debt service payments for either 1915 Act or Community Facilities District bond issues, the City has in the past
taken proactive measures to protect bondholders.
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Table 23

CITY OF SAN DIEGO
STATEMENT OF DIRECT AND OVERLAPPING BONDED DEBT
as of February 1, 2002
CITY OF SAN DIEGO
2001-02 Assessed Valuation: $96,293,256,580
Redevelopment Incremental Valuation: 3.745,715.442
Adjusted Assessed Valuation: $92,547,541,138
DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT; % Applicable Debt 2/1/02
San Diego County Water Authority 49320%  § 1,588,104
Metropolitan Water District 8.751 46,159,775
Southwestern Community College District 17.425 6,970,000
San Diego Unified School District . 99.910 489,548,890
San Diego Unified School District Lease Tax Obligations 99.910 129,008,788
Sweetwater Union High School District 21.122 8,026,360
San Ysidro School District 91.277 17,739,685
Other High School and School Districts Various 8,422,043
City of San Diego 100. 16,920,000
City of San Diego 1915 Act Bonds 100. 44,647,389
San Diego Open Space Park Facilities District No. 1 100. 41,175,000
San Diego Community Facilities District No. 1 100. 54,640,000
City of San Diego Community Facilities District No. 2,
Improvement Area Nos. 1 and 3 100. 60,370,000
North City West School District Community Facilities District 100. 72,460,000
Poway Unified School District Community Facilities District No. 1 and 10 100. 87,195,000
San Dieguito Union High School District Community Facilities District No. 95-1  81.063 15,288,415
Sweetwater Union High School District Community Facilities Districts . 5.014-100. 2,887,275
Other Special District 1915 Act Bonds Various _ 1,151,734
TOTAL GROSS DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT $1,104,198,458
Less: San Diego Open Space Park Facilities District No. 1 (100% self-supporting) 41,175,000
TOTAL NET DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT $1,063,023,458
DIRECT AND OVERLAPPING GENERAL FUND OBLIGATION DEBT:
San Diego County General Fund Obligations 47.542% $241,326,074
San Dicgo County Pension Obligations 47.542 134,496,318
San Diego Superintendent of Schools Certificates of Participation 47.542 1,009,079
San Diego Community College District Genera! Fund Obligations 99.906 43,998,602
San Diego Unified School District Certificates of Participation 99.910 46,028,537
Sweetwater Union High School District Certificates of Participation 21.122 5,520,235
Del Mar Union School District Certificates of Participation 78.727 9,966,838
San Ysidro School District Certificates of Participation 91.277 9,033,826
South Bay Union School District Certificates of Participation 61.003 3,086,752
Other School, High School and Community College District
Certificates of Participation Various 8,613,394
City of San Diego General Fund Obligations and MTDB Authority 100, 378,095,000
Otay Municipal Water District Certificates of Participation 7.410 __1.975.877
TOTAL GROSS OVERLAPPING GENERAL FUND OBLIGATION DEBT $883,150,532
Less:Otay Municipal Water District Certificates of Participation 1,975,877
Grossmont Union High School District Certificates of Participation
(100% self-supporting from tax increment revenues) 67,757
TOTAL NET OVERLAPPING GENERAL FUND OBLIGATION DEBT $881,106,898
GROSS COMBINED TOTAL DEBT $1,987,348,990
NET COMBINED TOTAL DEBT $1,944,130,356

(1) Excludes tax and revenue anticipation notes, revenue, mortgage revenue and tax allocation bonds and non-

bonded capital lease obligations.
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(Continued)

Ratios to 2001-02 Assessed Valuation:

Direct Debt ($16,920,000) 0.02%
Total Gross Direct and Overlapping Tax and Assessment Debt................ 1.15%
Total Net Direct and Overlapping Tax and Assessment Debt.............c..... 1.10%
Ratios to Adjusted Assessed Valuation:
Gross Combined Direct Debt ($436,190,000) (1) 0.47%
Net Combined Direct Debt ($395,015,000) 0.43%
Gross Combined Total Debt 2.15%
Net Combined Total Debt 2.10%
(M) City $ 16,920,000
City Authorities and Certificates of Participation 378,095,000
San Diego Open Space Park Facilities District No. 1 41.175.000
$436,190,000

STATE SCHOOL BUILDING AID REPAYABLE AS OF 6/30/01: $3,341,589

Source: California Municipal Statistics, Inc.
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NEW ISSUE — BOOK-ENTRY-ONLY RATINGS: Moady 's: MIG-1
Standard & Poor's: SP-1+
Fitch: FI1+

In the opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation, Bond Counsel, under statutes
- and court decisions and assuming continuing compliance by the City with certain conditions imposed by applicable
federal tax law as described herein, interest on the Notes is not included in gross inceme for federal income tax
purposes and is not treafed as a specific item of tax preference for purposes of the federal alternative minimum tax
on individuals and corporations. Such interest, however, is included in the adjustéd current earnings of certain
corporations for purposes of computing the alternative minimum tax imposed on such corporations. [ntereston the
Notes is exempt from present State of California personal income. See “Tax Mautters” herein.

$93,200,000
CITY OF SAN DIEGO, CALIFORNIA
2002-03 Tax Anticipation Notes

Series A
3.00% Interest Rate @ 101 ®82% Price to Yield 1.70%
o

Dated: July 1, 2002 ) Due: August 1, 2003

The City of San Diego, California 2002-03 Tax \nticipation Notes, Series A (the “Notes") are being issued
to finance working capital needs of the City of San Diego (the “City™) during the Fiscal Year beginningJuly 1, 2002
and ending June 30, 2003 (“Fiscal Year 2002-03"), The Notes are being issued in fully registered form only and
will be registered in the name of Cede & Co., as nominee of the Depository Trust Company, New York, New York
("DTC”). DTC will act as securities deposntory of the Notes. Ownership interests in the Notes may be purchased
in bock-entry form only in denominations of $5,000 or any integral multiple thereof. Purchasers of such beneficial
interests will not receive physical delivery of the Notes. Principal of and interest on the Notes will be payable by
the Paying Agent to DTC. DTC will in turn remit such principal and interest to the DTC Participants (as
hereinafter defined), who will in turn remit such prineipal and interest to the Beneficial Owners (as hereinafter
defined) of the Notes. See “APPENDIX D—BOOK-ENTRY ONLY SYSTEM" hereto.

The Notes, in accordance with California law, are general obligations of the City, but are payable from
property tax moneys received by the City and if such property tax moneys are insufficient to enable the City to
make such payments, then from such other legally availa_le taxes, income, revenue, cash receipts and other
moneys attributable to the City’s Fiscal Year 2002-03 that are lawfully available for payment of the Notes and the
interest thereon. The City pledges as security for the payment of the principal of and interest on the Notes (1)
[rom the first property tax moneys received by the City on or after November 30, 2002, an amount equal to one-half
of the total principal and interest due with respect to the Notes on or before the maturity thereof; and (2) from the
remaining property tax moneys received by the City on or after April 10, 2003, an amount equal to the difference
between (a) the total principal and interest due with respect to the Notes on or before the maturity thereof and
(b) the amount previously deposited in the Repayment Fund. In the event that by April 30, 2003 such property
tax moneys are insufficient to enable the City to make such transfers, the City is obligated to thereafter transfer
other legally available taxes, income, revenue, cash receipts and other moneys attributable to the Fiscal Year 2002-
03 to the Repayment Fund so that the amounts in such fund are at least equal to the amounts required to pay the
principal of and interest on the Notes as they become due, The Repayment Fund and all amounts held therein are
pledged and irrevocably set aside to the payment of the Notes. See “The Notes” herein,

Principal of the Notes is payable in lawful money of the United States of America at maturity. Interest on
thé Notes will be payable in like lawful money on July 1,-2003 and at maturity. Interest on the Notes will be
computed on the basis of a 360-day year of twelve 30—day months and will accrue from the date of issuance of the
Notes. The Notes are not subject to redemption prior to maturity.

THIS COVER PAGE CONTAINS CERTAIN INFORMATION FOR QUICK REFERENCE ONLY.
INVESTORSMUST READ THE ENTIRE OFFICIAL STATEMENT TO OBTAIN INFORMATION ESSENTIAL
TO THE MAKING OF AN INFORMED INVESTMENT DECISION.

The Notes are offered when, as and if issued and received by the original purchasers, subject to approval as
to their legality by Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach, California, Bond
Counsel, and certain other conditions. Certain matters will be passed upon for the City by the City Attorney.
Public Resources Advisory Group, Los Angeles, California, is serving as Financial Advisor to the City in connection
with the issuance of the Notes. It is anticipated that the Notes, in book-entry form, will be available for delivery
through the facilities of DTC on or about July 1, 2002.

Zions First National Bank First Albany Corp.

Dated: June 4, 2002



No dealer, broker, salesperson or other person has been authorized by the City or the
Underwriter to give any information or to make any representations in connection with the offer or
sale of the Notes other than those contained herein and, if given or made, such other information or

shall there be any sale of the Notes by a person in any jurisdiction in which it is unlawful for such
person to make such an offer, solicitation or sule.

This Official Statement is not to be construed as a contract with the purchasers or owners of
the Notes.  Statements contained in this Official Statement which involve estimates, forecasts or
matters of opinion, whether or not expressly so described herein, are intended solely as such and are
ot to be construed as representations of fact. .

The information set forth herein has been , ovided by the City and other sources that are
belicved by the City to be reliable. This Official Statement is submitted in connection with the
¢xecution and delivery of the Notes referred to herein and may not be reproduced or uscd. in whole
or in part, for any other purpose. The information and expression of opinion herein are subject 10~
change without notice and neither delivery of.the Official Statement nor any sale made hereunder
shall, under any circumstances, create any implication that there has been no change in the affairs of
the City or any other parties described hercin since the date hereof. All summaries of the Resolution
or other documents are made subject to the provisions of such documents and do not purport to be
complete statements of any or all of such provisions. Reference is hereby made to such documents
on file with the City for further information in connection therewith.

The Financial Advisor has not audited, authenticated or otherwise verified the information set
forth in the Official Statement, or any other r¢tated information available to the City, with respect to
the accuracy and completeness of disclosure of such information, and no guaranty, warranty or other
representation is made by the Financial Advisor respecting accuracy and completeness of the Official
Statement or any other matter related to the Official Statement.

IN CONNECTION WITH THE OFFERING OF THE NOTES, THE UNDERWRITER
MAY OVER ALLOT OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE
MARKET PRICE OF SUCH NOTES AT A LEVEL ABOVE THAT WHICH MIGHT

ON THE COVER PAGE HEREOF AND SAID PUBLIC OFFERING PRICES MAY BE
CHANGED FROM TIME TO TIME BY THE UNDERWRITER.

The Underwriters have provided the following sentence for inclusion in this Official
Statement. The Underwriters have reviewed the information in this Official Statement in accordance
with, and as part of,, its responsibilities to investors under the federal securities laws as applied to the
facts and circumstances of this transaction, but the Underwriters do not guarantee the accuracy or
completeness of such information.
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OFFICIAL STATEMENT
$93,200,000
CITY OF SAN DIEGO, CALIFORNIA
2002-03 Tax Anticipation Notes
Series A

INTRODUCTION

This introduction contains only a brief summary of certuin of the terms of the Notes being
offered, and a brief description of the Official Statement. All statements contained in this
introduction are qualified in their entirety by reference to the entire Official Statement. References
10, and summaries of, provisions of the Constitution and liws of the State of Cdlifornia and any
documents referred 10 herein do not purport to be complete and such references are qualified in their
entirety by reference 1o the complete provisions. This Official Statement speaks only as of its date,
and the information contained herein is subject to change.

General

The purpose of this Official Statement (the “Official Statement™), which includes the cover
page and auwtached Appendices, is to provide certain information concerning the sale and delivery of
$93,200.000 aggregate principal amount of City of San Diego, California 2002-03 Tax Anticipation
Notes,- Series A (the “Notes™) issued by the City of San Diego (the “City”). The Notes, in
accordance with California law, are general obligations of the City, and are securcd by and payable
from property tax moneys reccived by the City and if such property tax moncys arc insufficient to
enable the City to make such payments, then from such other legally available taxes. income.
revenue, cash reccipts and other moneys attributable to the City's fiscal year heginning on July 1,
2002 and ending on June 30,2003 (“Fiscal Year 2002-03") and legally available for payment thercof,
all as more particularly described under the caption “The Notes—Security for the Notes™ below.

The Notes arc issued under the authority of Section 92 of the City Charter of the City, Article
7.6, Chapter 4, Part 1, Division 2, Title 5 (commencing with Section 53850) of the California
Government Code and a resolution adopted by the City Council of the City on May 14, 2002 (the
“Resolution™). The Notes are being issued to finance the seasonal cash flow deficits in the City's
General Fund (the “General Fund”) during Fiscal Year 2002-03.

City of San Diego Short-Term Borrowing Program

The City has issued tax anticipation notes every year since the mid-1960"s {cxeept for Fiscal
Year 1978-79) 1o meet its cash flow requirements. In Fiscal Year 2001-02, the City sold a single
series of tax anticipation notes in the aggregate principal amount of $73,000.000, the repayment of
which has been fully funded. The City has never defaulted on the payment of principal of and
interest on any of its short-term or fong-term debt obligations.

The City may issue in Fiscal Year 2002-03 an additional series of City of San Dicgo.
Califomia 2002-03 Tax Anticipation Notes (the “Additional Notes™) in an aggregate principal
amount such that the combined principal amount of the Notes and the Additional Notes does not
exceed $150,000,000. See “THE NOTES—Additional Notes.”



THE NOTES

General

The Notes will inature on August |, 2003 and will be dated and will bear interest at the
annual rate set forth on the cover of this Official Stutement.  Interest on the Nates will be computed
on 4 30-day month. 360-day year basis. Principal ol the Notes will be payable on the maturity date
of the Notes.  Interest on the Notes will be payable on July 1, 2003 and on the maturity date of the
Notes. So long as Cede & Co. is the registered owner of the Notes. the principal of and interest on
the Notes wre payable by wire transfer by JPMorgan Chase Bank. or its successor, us Paying Agent
(the “Paying Agent™), to Cede & Co., as nominee of The Depository Trust Company (“DTC™) in
New York, New York which is expected, in tum, to remit such amounts to its participants tor
subsequent disbursement 1o beneficial owners of the Notes. Sce "APPENDIX C—BOOK-ENTRY
ONLY SYSTEM.™”

The Notes are not subject to redemption prior to maturity.

_Additional Notes

The Resolution authorizes the City to issue one serics of Additional Notes during Fiscal Year
2002-03 in un aggregate principal amount such that the combined principal amount of the Notes and
the Additional Notes does not exceed $150,000,000. All Additional Notes must mature within
thirtcen (13) months of their date of issuance. The Additional Notes, if any, will be equally and
ratably sccured with the Notes. See “—Security for the Notes™ below.

Security for the Notes

The Notes, in accordance with California law, are general obligations of the City, but urc
payable from property tax moneys received by the City and if such property tax moncys arc
insulficient to enable the City 10 make such payments, then from such other legally avuilable taxcs,
income. revenue, cash receipts and other moneys attributable to the City's Fiscal Year 2002-03 that
are lawfully available for payment of the Notes and the interest thercon,

The Resolution provides that as sceurity for the payment of the principal of and interest on
the Notes, the City agrees and covenants to deposit in trust into a special fund to be held by the City,
designated as the "2002-03 Tax Anticipation Notes Repayment Fund™ (the “Repayment Fund™).
suflicient moneys to enable the City to pay in full such principal and inteiest, as follows: (1) from the
first property tax moneys reccived by the City on or after November 30. 2002, an amount cqual to
onc-halfl of the total principal and interest due with respect to the Notes on or before the maturity
thereaf; and (2) from the remaining property tax moneys received by the City on or after April 10,
2003, an amount equal to the difference between (a) the total principal and interest due with respect
to the Notes on or before the maturity thercof and (b) the amount previously deposited in the
Repayment Fund. The City pledges all such property tax moncys for the payment of the principal of
and interest on the Notes subject to the terms of and application in accordance with the Resolution.
I by April 30, 2003 such property tax moneys are insufficient to enable the City to make such
transfers, the City shall thereafter transfer other legally available taxes, income, revenue, cash
receipts and other moneys attributable to the City’s 2002-03 fiscal year to the Repayment Fund so
that the amounts in the Repayment Fund are at least equal o the amounts required (o pay the
principal of and interest on the Notes as they become due. The Repayment Fund and all amounts



held therein are pledged and irrevocably set aside to the payment of the Notes. Amounts deposited in
the Repayment Fund may not be used for any purpose other than payment of the Notes and may be
invested in legal investments which are permitted by the California Government Code and which
mature not later than the latest maturity date of the Notes; provided that the earnings on any such
investment shall be transferred by the City to the City's Gencral Fund.

The City may, under its City Charter and provisions of the California Government Cade, -
issue the Notes or any series of Additional Notes only if the total amount of bonds. notes and
warrants, including the Notes, issued in anticipation of the collection of taxes in any fiscal year does
not in the aggregate exceed 25% of the City's total appropriations for such fiscal year and the
principal of and interest on such bonds, notes and warrants does not exceed 85% of the estimated
uncollected taxes and other moneys available for the payment of such bonds, notes and warrants.
Property tax revenues for Fiscal Year 2002-03 are estimated to be $188.6 million and total General
Fund revenues of the City for Fiscal Year 2002-03 are estimated to be approximately $732.8 million.
The estimated amount needed to repay the Notes and the interest thereon is approximately $97.3
million.

The City’s proposed general fund budget for Fiscal Year 2002-03 and adopted general fund
budget for the Fiscal Year ending 2002 and actual results for Fiscal Years 1997 through 2001 are set
forth in “APPENDIX A—THE CITY OF SAN DIEGO FINANCIAL AND DEMOGRAPHIC
INFORMATION--Municipal Government and Financial Information™ herein

Note Repayment Fund

The Repayment Fund and all amounts held therein are pledged and irrevocably set aside to
the payment of the Notes. Amounts deposited in the Repayment Fund may not be used for any
purpose other than payment of the Notes and may be invested in legal investments which are
permitted by the Government Code of the State of California (the **State™) and which mature not later
than the maturity date of the Notes; provided that the earnings on any such investment will be
transferred by the City to the General Fund.

Investment of Note Proceeds and Amounts in the Repayment Fund

The City intends 10 invest the Repayment Fund, as well as the proceeds of the Notes, in its
pooled operating investment fund. For a description of the City’s pooled operating investment {und,
'sec “APPENDIX A—THE CITY OF SAN DIEGO FINANCIAL AND DEMOGRAPHIC
INFORMATION—Investment of Funds™ hereto.

Enforceability of Remedies

The rights of the owners of the Notes are subject to the limitations on legal remedies against
cities in the State, including a limitation on enforcement of judgments against funds necded 1o serve
the public welfare and interest. Additionally, enforceability of the rights and remedies of the owners
of the Noltes. and the obligations incurred by the City, may become subject 1o the following: the
- Federal Bankruptcy Code and applicable bankrupicy, insolvency. reorganization. moratorium, of
similar laws relating 1o or affecting the enforcement of creditors’ rights gencrally; equitable
principles which may limit the specific enforcement under Statc law of certain remcdics: the exercise
by the United States of America of the powers delegated to it by the Constitution; and the reasonable
and necessary exercise, in ceriain exceptional situations, of the police powers inhcrent in the



sovereignty of the State and its governmental bodics in the interest of serving a significant and
legitimate public purpose. Bankruptey proceedings, or the exercise of powers by the federal or State
government, if initiated. could subject the owners of the Notes 1o judicial discretion and
interpretation of their rights in bunkruptey or otherwise, and consequently may cntail risks of detay,
limitation or modification of their rights.

Pursuant to Section 53856 of the Culifornia Government Code, the principal of and interest
on the Notes are a tien and charge against the Repayment Fund and other moneys pledged therefor
pursuant (o the Resolution. Under Chapter 9 of the Bankruptcy Code (Title 11, United States Code).
which yoverns the bankruptey proceedings for ‘public agencies such as the City. there are no
involuntary petitions in bankruptey. If the City were 1o file a petition under Chapter 9 of the
Bankruptcy Code, the owners of the Notes could be prohibited from taking certain steps to enforce
their rights under the Resolution. In March 1995 a ruling of the United States Bankruptcy Count for
the Central District of California, concerning Orange County notes issued in 1994 under the same
statutory authority as the Notes, held that the pledge granted by Orange County pursuant (0 a
resolution adopted by that County in conaection with the issvance of tiax and revenue anticipation
notes (“"TRANs™) was not effective with respect to general revenues accruing to the County afier the
filing of a petition in bankruptcy. The resolution obligated Orange County to sct aside a specified
amount of sevenues in certain months in order to secure the payment of its TRANs. On July 12,
1995. the United States District Coust for the Central District of California reversed the order of the
Bankruptcy Court and ordered that the obligation created under the resolution adopted by Orange
County is a statutory lien which survived the fiting of Orange County s bankruptcy petition.

On January 24, 1996, the United States Bankrupicy Court for the Central District of
California held in the case of County of Orange v. Merrill Lynch that a State statute providing for a
priority of distribution of property held in trust conflicted with, and was preempted by, federal
hankruptey taw. In that case, the court addressed the priority of the disposition of moncys held in a
County investment pool upon bankruptey of the county, but was not required to dircctly address the
state statute that provides for the lien in favor of holders of tax and revenue anticipation notes. The
City will be in possession of the taxes and other revenues that will be set aside and pledged to repay
the Notes and, prior to payment of thesc funds to the Paying Agent, these funds will be invested in
the name of the Repayment Fund for a period of time in the City Investment Pool. In the cvent of a
petition for the adjustment of City debts under Chapter 9 of the Bankruptcy Code, a court might hold
that the Owners of the Notes do not have a valid and/or prior lien on the Pledged Amounts where
such amounits are deposited in the City Pooled Operating Investmeat Fund and may not provide the
Notcowners with a priority interest in such amounts. In that circumstance, unless the Qwners could
“trace™ the funds from the Repayment Fund that have been deposited in the City Pooled Operating
Investment Fund. the Owners would be unsecured (rather than secured) creditors of the City. There
can be no assurance that the Owners could successfully so “trace™ the pledged taxes and other
amounts credited to the Repayment Fund.

Available Sources of Payment

Proposition 218, a statewide voter initiative passed on November 5. 1996, and pending
litigation may make it more difficult for the City to generate additional sources of revenue for the
General Fund and may reduce the City’s financial flexibility. For further information, see
“"APPENDIX A—THE CITY OF SAN DIEGO FINANCIAL AND DEMOGRAPHIC
INFORMATION—Limitations on Tuxes and Appropriations.”



Cash Flows

The City has prepared the following cash flow statements for the General Fund showing

actual Fiscal Year 2001-02 amounts through April 30, 2002, and projected amounts for each month
thereafter.

The projected Fiscal Year 2002-03 cash flow statement reflects that. without the issuance of

the Notes or the Additional Notes, if any, the City will experience an estimated cash flow deficit of
$93.2 million on or about December 15, 2002.
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BOOK-ENTRY ONLY SYSTEM

The Notes will be available in book-entry form only in the denomination of $5,000 and any
integral multiple thereof. Purchasers of beneficial ownership interests in the Notes will not receive
Notes representing their interests in the Notes purchased. The Underwriter will confirm original
issuance purchases with statements containing certain terms of the Notes purchased.

The information concerning DTC and DTC's book-entry system has been obtained from
sources the City believes to be reliable; however, the City takes no responsibility as to the accuracy
or completeness thereof. There can be no assurance that DTC will abide by its procedurcs or that
such procedures will not be changed from time to time. See “APPENDIX C—BOOK ENTRY
ONLY SYSTEM™ hereto.

TAX MATTERS

In the opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation, Bond
Counsel, under existing statutes, regulations, rilings and judicial decisions, interest on the Notes is
excluded from gross income for federal income tax purposes and is not an item of tax preference for
purposcs of calculating the federal altemnative minimum tax imposed on individuals and corporations;
however, Bond Counsel notes that, with respect to corporations, interest on the Notes may be
included as an adjustment in the calculation of alternative minimum taxable income which may
affect such corporation's altenative minimum tax liability. In the further opinion of Bond Counsel,
interest on the Notes is exempt from California personal income tax.

Bond Counscl opinions are based on an analysis of existing statutes, regulations, rulings and
judicial decisions. Such opinions may be affected by actions taken (or not taken) or events accurring
tor not occurring) after the date hereof. Bond Counsel has not undertaken to determine, or to inform
any person. whether any such actions or events are taken or do occur. The Resolution and the Tax
Certificate relating to the Notes permit certain actions to be taken or to be omitted if a favorable
opinion of Bond Counsel is provided with respect thereto. Bond Counsel expresses no opinion as to
the exclusion from gross income of interest on the Notes for federal income tax purposcs with respect
to any Note if any such action is taken or omitted based upon the advice of counsel other than
Stradling Yocca Carlson & Rauth:

-The IRS has initiated an expanded program for the auditing of tax-exempt bond issues,
including both random and targeted audits. It is possible that the Notes will be selected for audit by
the IRS. Itis also possible that the market value of the Notes might be affected as a result of such an
audit of the Notes (or by an audit of similar bonds).

Additionally, Bond Counsel's opinions are based upon certain representations made by the
City, and others, and are subject to the condition that the City comply with certain covenants and the
requirements of the Internal Revenue Code of 1986, as amended, that must be satisfied subsequent to
the issuance of the Notes to assure that interest on the Notes will remain cxcludable from gross
income for federal income tax purposes. Failure to comply with such requirements possible could
cause interest on the Notes to be included in gross income for federal income tax purposes retroactive
1o the date of issuance of the Notes. The City has covenanted to comply with all such requirements.
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Although Bond Counsel has rendered an opinion that interest on the Notes is excluded from
gross income for federal income tax purposes, as provided abovce, the ownership of the Notes and the
accrual or receipt of intcrest on the Notes may otherwise affect the tax liability of cenain persons.
Bond Counsel cxpresses no opinion regarding any such tax conscquences. Accordingly, all potential
purchasers of the Notes should consult their tax advisors before purchasing any of the Notes with
respect to collateral tax consequences relating to the Notes.

Should the interest on the Notes become includable in gross income for federal income fax
purposes, the Notes are not subject to early redemption as a result of such occurrence and will remain
outstanding until maturity or until otherwise redeemed in accordance with the Resolution,

A copy of the proposed form of opinion of Bond Counscl is attached hereto as Appendix D.

‘CERTAIN LEGAL MATTERS

Legal wmatters incident to the authorization, sale, exccution and delivery by the City of the
Notes are subject to the approval of Stradling Yocca Carlson & Rauth, a Professional Corporation.
Newport Beach, California, Bond Counsel. A complete copy of the proposced form of opinion of
Bond Counsel is contained in Appendix D hereto. '

LITIGATION

No litigation is pending or, to the knowledge of the City, threatened concerning the validity
of the Notes, and an opinion of the City Attorney (based upon its best knowledge after reasonable
investigation) to that effect will be furnished to the purchaser at the time of the original delivery of
the Notes. The City is not aware of any litigation pending or thrcatened questioning the political
existence of the City or contesting the City's ability to levy and collect ad valorem taxes or
contesting the City’s ability to issue and pay the Notes.

To the knowledge of the City and the City Attorney, there are pending against the City
lawsuits and claims arising in the ordinary course of the City’s activities which. taken individually or
in the aggregate, could materially affect the City’s finances. However. taking into account insurance
and self-insurance rescrves expected to be available to pay liabilities arising {ram such actions and
the timing of any antlupatcd payment of final judgments which may result from such actions. the
Cl(y does not expect any or all of such claims to have a material adverse effect on its ability to pay
principal and interest on the Notes when due. See “APPENDIX A—THE. CITY OF SAN DIEGO
FINANCIAL AND DEMOGRAPHIC INFORMATION-—Insurance. Claims and Litigation.”

RATINGS

Moody’s Investors Service. Standard & Poor’s Ratings Services and Fitch Ratings have rated
the Notes “MIG-1", “SP-14" and “F14,” respectively. Certain information was supplied by the City
1o such rating agencies to be considered in evaluating the Notcs. The ratings reflcct only the views of
the rating agencics and any explanation of the significance of such ratings and any ratings on any of
the City's outstanding obligations may be obtained only from such rating agencics as follows:
Moady’s Investors Service, 99 Church Street, New York, New York 10007: Standard & Poor’s
Ratings Group, 55 Water Strect, New York, New York 10041; and Fitch Ratings. Onc State Street
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Plaza, New York, New York 10004, Further, there is no assurance that such rating will continue for
any given period of time or that it will not be revised or withdrawn entirely if'in the sole judgment of
Moady’s, S&P or Fitch circumstances so warrant.  Any such downward revision of withdrawal of a
rating may have an adverse effect on the trading value and the market price of the Notes. The City
undertakes no responsibilily either to bring to the attention of the owners of the Notes any downward
revision or withdrawal of any rating obtained or 10 oppose any such revision or withdrawal.

FINANCIAL ADVISOR

Public Resources Advisory Group. Los Angeles, California, served as the Finuncial Advisor
to the City in connection with the execution and delivery of the Notes. " The Financial Advisor has
not undertaken (o make an independent verification or o assume responsibility {or the accuracy.
campleteness, or fairness of the information contained in this Official Statement.

UNDERWRITING

After competitive bidding on June 4, 2002, the Notes were awarded by the City to (1) Zions
First National Bank, as to $60,000.000 of the Notes, at an aggregate purchase price of $60,813,000
{representing the principal amount of such Notes, plus premium of $813,000), and (2) First Albany
Com.. as to $33.200.000 of the Notes, at an aggregate purchase price of $33,640.897.42
(representing the principal amounts of such Notes, plus premium of $440,897.42). Zions First
National Bank and First Albany Corp. each reports the Notes werc initially offered to the public at a
price resulting in a reoffering yield of 1.70%. These initial purchasers are herein referred to as the
“Underwriter(s)”. The public offering price may be changed from time to time by cither of the
Underwriters. The Underwriters may offer and sell the Notes to certain dealers and others at prices
lower or higher than the offering prices indicated herein.

CONTINUING DISCLOSURE

The City has agreed in the Resolution, upon the occurrence of any of the following “Listed
Events.” to report the occurrence of such event to either the Municipal Securitics Rulemaking Board
or to cach nationally recognized municipal securitics information repository and to the State
information depository, if any. Listed Events include any of the following cvents il material: (1)
principal and interest payment delinguencies: (2) non-payment related defaults: (3) unscheduled
draws on debt service reserves reflecting financial difficulties: (4) unscheduled draws on credit
cnhancements reflecting financial difficultics: (5) substitution of credit or liquidity providers or their
failure 10 perform: (6) adverse tax opinions or events affecting the tax-exempt status of the security:
(7} modifications to rights of security holders; (8) bond calls: (9) defeasances: (10) rclease,
substitution or sale of property securing repayment of the securities; and (11) rating changes. There
are currently no debt service reserves. credit enhancements or liquidity providers in place with
respect to the payment of principal of and interest on the Notes, and the Notes arc not subject to
redemption prior to maturity in accordance with their terms.



The City’s obligations under the Resolution with respect to continuing disclosure shall
terminate upon payment in full of all of the Notes. If such termination occurs prior to the final
maturity of the Notes, the City shall give notice of such termination in the same manner as for a
Listed Event. If any party initiates any legal or equitable action to enforce the City's obligations .
under the Resolution with respect to continuing disclosure, the proper venue for any such action is
the Superior Court of the State of California, in and for the City of San Diego.

These covenants have been made in order to assist the Underwriter in complying with SEC

Rule 15¢2-12(b)(S). The City has never failed to comply in all material respects with any previous
undertakings with regard to said Rule to provide annual reports or notices of material events.
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MISCELLANEOUS

Included herein are brief summaries of certain documents and reports, which summaries do
not purport 1o be complete or definitive, and reference is made to such documents and reports for (ull
and camplete stacements of the contents thereof. This Official Statement is not (o be construed as a
contract or agreement between the City and the purchasers or holders of any of the Notes.  Any
statements made in this Official Statement involving matters of opinion, whether or not expressly so
stated, are intended merely as an opinion and not as representations of fact. The information and
cxpressions of opinion herein are subject to change without notice and neither the delivery of this
Official Statement nor any sale made hercunder shall, under any circumstances, create any
implication that there has been no change in affuirs in the City since the date hereof.

The exccution and delivery of this Official Statement have been duly authorized by the City.

CITY OF SAN DIEGO

By: {s/ Mary E. Vallimo
City Treasurer




APPENDIX A
THE CITY OF SAN DIEGO

The information and expressions of opinion set forth herein have been obtained from
sources believed to be reliable, but such information is not guaranteed as to accuracy or
completeness. Statements contained herein which involve estimates, forecasts, or mafters of opinion,
whether or not expressly so described herein, are intended solely as such and are not to be construed
as representations of facts. The information and expressions of opinion herein are subject to change
withaut notice, and neither delivery of this Official Statement nor any sale thereafter of the securities
offered hereby shall under any circumstances creale any implication that there has been no change
in the affairs of the City or in any other information contained herein since the date of the Official
Statement.

INTRODUCTION

With a total population of approximately 1.3 million in 2002, and a land area of 330
square miles, the City of San Diego (the “City") is the seventh largest city in the nation and the second
largest city in California. The City is the county seat for the County of San Diego (the “County™) and is
the County’s business and financial center.

Based on estimates published by the California Department of Finance in May 2002, the
City's population grew by 9.7% between 1993 and 2002, for an average increase of approximately
12,300 annually. A major factor in the City’s growth is its quality of life. In addition to having a
favorable climate, the City offers a wide range of cultural and recreational services to both residents and
visitors. With mild temperatures year round, the City’s numerous beaches, parks. tennis courts, and golf
courses are in constant use,

Anather factor in the City's growth is its diversified economy. Recent historical growth
has heen concentrated in four major areas: high tech manufacturing and research (including electronics,
telecommunications, scientific instruments, drugs, and biomedical equipment); professional services;
tourism; and international trade. Historically, the City has also benefited from a stable economic
foundation composed of basic manufacturing (ship building, industrial machinery, television & video
equipment, and printing & publishing), public and private higher education, health services, military,
and local government.



ECONOMIC AND DEMOGRAPHIC INFORMATION

Data contained under this caption is intended to portray economic, demographic, and
business trends within the City. While not constituting direct revenue sources as such, these trends
help explain changes in revenue sources such as property taxes, sales taxes, and transient accupancy
taxes, which could be affected by changes in economic conditions.

Population

As set forth in Table | below, between January 1, 1993, and January 1, 2002, the City’s

population has increased by 111,000 (or by approximately 12,300 new residents annually in the ten year
period).

Table 1
POPULATION GROWTH"
Calendar Years 1993 through 2002
Caicndar City of Annual  County of Annual State of Annual
Year'™ San Diego  Growth Rate  SanDiego  Growth Rate California  Growth Rate
1993 1.144.700 0.9 2504100 0.8 31.150.000 - 1.4
1994 1.144.200 0.0 2.604.400 0.4 31.418.000 09
1995 1145400 0.1 2.613.100 0.3 31.617.000 0.6
1996 1146900 0.1 26201100 0.3 31.837.000 0.7
1997 1.159.100 1.1 2.653.400 1.2 32.207.000 1.2
1998 : 1.176.900 | ) 2.702.800 1.9 32.657.000 1.4
1999 1.200.800 20 2751000 1.8 33,140,000 1.5
2000 1.221.200 1.7 2.805.900 2.0 33,753.000 1.8
2001 1.240.200 1.6 2.859.900 1.9 34.385.000 1.9
2002 1.255.700 1.2 2.918.300 2.0 35.037.000 1.9

(1) In March 2002, the California Department of Finance published revised population estimates for the years 1991 through
1999 im arder to account for the 1990 Census undercount, These revised estimates increased the population estimates for
the City. the County, and the Statc of California in the year 1991 and reduced the annual rates of growth in subsequent
years,

(2) As of January | of the calendar yeur.

Souree: State of California. Department of Finance
As indicated in the following table, attendance in kindergarten through grade 12 in the

San Diego Unified School District grew moderately over the last five academic years. The San Diego
Unified School District’s boundaries include 85% of the City of San Diego’s land area.
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Table 2
SAN DIEGO UNIFIED SCHOOL DISTRICT
ENROLLMENT'"
School Year 1997-1998 through 2001-2002

School Year Enrollment
1997-1998 137,235
1998-1999 138,974
1999-2000 142,021
2000-2001 143,244
2001-2002 142,430

(1) Enrollment is defined as the total number of students enrolled on a survey date in fate September/early October of the
school year.

Source: San Diego Unified School District, Pupil Accounting

Employment Summary

As seen in Table 3, the City’s unemployment rate for calendar year 2001 averaged 3.3%,
up from a rate of 3.1% during calendar year 2000. The City's 2001 unemployment rate was below both
the national rate of 4.8% and the State’s rate of 5.3%. During 2001, average employment in the City
was up by approximately 8,800 from 2000 levels. Through the first four months of 2002, the City's
unemployment rate averaged approximately 4.0%, compared with 2.8% for the same period in 2001.
Data for 2001 and 2002 reflect preliminary estimates, which will be revised at a future date.

, Table 3
ESTIMATED AVERAGE ANNUAL EMPLOYMENT AND
UNEMPLOYMENT OF CITY OF SAN DIEGO RESIDENT LABOR FORCE
Calendar Years 1997 through 2001

1997 1998 1999 2000 200"
Civilian Labor Force
City of San Diego
Employed 564039 584,157 604,733 623.201 632.046
Uncmployed 25.357 21,668 19.613 19.613 2134
Unemployment Rates
City 4.3% 3.6% 3% % 3.3%
County 4.2 3.5 3.1 3.0 3.2
California 6.3 59 5.2 49 5.3
United States 4.9 4.5 4.2 4.0 4.8

(1) Preliminary. subject 1o future revision.
Source:  State of California Employment Development Department. Labor Market Information Division: and
U.S. Department of Labor, Burcau of Labor Statistics

Table 4 provides the California Employment Development Department’s estimates of total
annual nonagricultural wage and salary employment by major industry in the County during the period



1997 10 200). Annual employment information is not regularly compiled by sector for the City alone.
As shown, total nonagricultural wage and salary employment in the County increased by 175,700 new

jobs during this period. During calendar year 2001 alone, émployment in San Diego County incrcased
by 33,400 new jobs.

However, as shown in Table 4, while San Diego County wage and salary cmployment
grew at a raie of 2.8% during 2001, this rate of growth was slower than in prior years. For instance,
wage and salary employment grew at a rate of 3.8% and 4.3% in the prior two years.

Table 4
SAN DIEGO COUNTY
WAGE AND SALARY EMPLOYMENT
Calendar Years 1997 through 2001

INDUSTRY CATEGORY 1997 1998 1999 2000 2001

Mining 400 300 300 400 400

Construciion 53.000 61.800 67.000 70.400 733040

Manufacturing 123,100 127.600 128.100 129.700 129900
Nondurable Goods 34,000 35,800 36.500 37.800 37.900
Durable Goods 89.100 91.800 91.600 91,900 92.000

Transportation, Communications., 11.600 47.000 51.300 50.900 SH100
Utilities'"”

Trade 234000 249400 256,500 267.800 272,800
Wholesale 45.600 48.300 50,300 52.300 S3.100
Retail 198 400 201100 206.100 215.500 219.6(0

Finance. Insurance. Real Estate 60.900 65.200 68.700 69.800 71.200

Services 139300 359600 IBL700 400,600 416.800

Government 192.000 194.500 199.300 206.8(X) 214500
Federal 44,600 43.300 42.500 42.600 41,100
State and Local 147,400 151,200 156.800 164.200 173,400

TQTAL NONAGRICULTURAL'™ 1.054.200 1,105,500 1.152.900  1.196.500  1.229.900

(1) Includes trucking and transit services, telephone and broadeust/cable services, and gas and clectric services,
(21 Figures miay not add to ot due o independent rounding.

Source: State of California Employment Development Department

Since the industry employment data referenced above is organized by standard industrial
classification codes, employment in the various high tech categories, such as Telecommunications.
. Software and Biotechnology may not fall into a single employment sector alonc. For cxample, some
telecommunications firms appear in Manufacturing, while others appear in Scrvices.

Several key industry categories exhibited strong employment growth in 2001. The
Services sector (+16,200) alone represented approximately half of total employment growth for the
County. Within the Services sector, Business Services and Engineering & Management continued to
lead other components, with increases of 3,500 and 4,000 respectively. It should be noted that the
Business Services and Engineering & Management components include many of the City’s high tech
employers. Other key employment growth sectors during 2001 included Construction (+2,900).
Wholesale and Retail Trade (+5,000), and Government (+7,700).



The increase in the Government sector, which accounted for 17% of the total
nonagricultural wage and salary employment in the County, occurred in State and local government
agencies. Almast all of the increase in State and local government agencies is due to gains in public
education and the Other Local Government category, which includes Special Districts and Indian Tribal
Governments.

Taxable Sales

Taxable transactions at retail and other outlets in the City during calendar year 2000, the
most recent year for which data are available from the California State Board of Equalization. totaled
approximately $16.1 billion, up 11.1% from 1999, and up 42.6% from 1996. Table S provides annual
sales information by type of outlet for the period 1996 through 2000.

Table 5
CITY OF SAN DIEGO
TAXABLE TRANSACTIONS
Calendar Years 1996 through 2000
(in thousands)

RETAIL STORES
Apparel S$451.984 $485,551 S$530.734 S342.041 S$588.012
General Merchandise 1.304.649 1,354,698 1436535 1.597.102 1.794.468
Food 521,014 554,625 S82.183 622900 662346
Eating and Drinking 1.307.079 1,380,894 1.496.032 1.603.968 1.772.507
Home Furnishings and 492,104 444 930 469.158 346.746 619333
Appliances
Building Materials and 469.293 603,365 716.231 809,022 934,386
Farm lmplemenis
Auto Dealers & Supplics 1089331 1,189,462 IIKRI IR | 1.519.137 1.745.186
Service Stations 672,559 673,078 614,156 2143 977.675
Other 1.555.020 1,686,807 1.790 441 1.948.871 2172098
Total Retail Stores 7.863.033 8,373,410 8.966.881 9.931.939  11.277.061
All Other Qutlets 3426.610 4,024,413 4.343.598 4.563.715 4.822.132

TOTAL ALL. QUTLETS S11.289.643  $12397.843 $13.310479 F1H495.654  S16.099.193

(1) Duta for calendir year 2000 were calewlated by adding quarterly reports published by the California Stte Board of
Equalization, and may be subject 1o future revision.

Source: California State Board of Equalization

Tourism

According to the San Diego Chamber of Commerce, the visitor industry is the County's
third largest industry in terms of income generation, behind manufacturing and the military. As shown
in Table 6, visitor spending in the County totaled $5.12 billion in 2001, up 17.2% from 1997 and down
2.1% from 2000. This decline in 2001 reflects the impact of the events of September 11. 2001;
according to the San Diego Convention and Visitors Bureau, through lhe eight months ended August 31,
2001. visitor spending was up 4.1% over the same period in 2000.
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Table 6
SAN DIEGO COUNTY
TOTAL VISITOR SPENDING'”
Calendar Years 1997 through 2001
(in billions)

Calendar Year Amount
1997 $4.37
1998 4.70
1999 4.88
2000 5.23
k(11T 5.12

(1 Visior spending is an estimate of tal diceet and indireet visitor expenditures as derived fram the Visitor Activity
Madel/Visitor Profile Study prepared by CIC Research, Ine. for the San Dicgo Convention and Visitors Bureau,

Source: Sun Diego Convention and Visitors Bureau

As shown in Table 7. the City's transient occupancy tax ("TOT") revenues have grown
approximately 46% between Fiscal Year 1997 and Fiscal Year 2001, an average annual increase of
9.1%. In the Fiscal Year 2002 Adopted Budget, TOT revenues were projected to increase by 6% over
TOT reccipts for Fiscal Year 2001. The City Manager currently estimates that actual TOT reccipts for
Fiscal Year 2002 will be 4.9% less than Fiscal Year 2001 reccipts due in part to the lingering effeets of a
weak economy and the events of September 11, 2001.

Table 7
CITY OF SAN DIEGO
TRANSIENT OCCUPANCY TAX'"
Fiscal Years 1997 through 2001
(in thousands)

Fiscal Year Amount
1997 S 715476
1998 85.088
1999 - 92,128
2000 96.821
2001 109.879

th Includes both the General Fund portion of TOT (3.5¢ of 10.5¢) and the bakince 15¢ of 10.5¢) allocated 1o Special
Promotional Programs.

Source: City Auditor & Comptraller

The City is the focal point for tourism in the County. The Convention Center.
approximately 70% of the County's hotel and motel rooms, and most of the County's major tourist
attractions. including the world-renowned San Diego Zoo, the San Diego Wild Animal Park and Sea
Waorld. are located in the City. Other attractions located in the City include the Cabrillo National
Monument on Point Loma, the historic Gaslamp Quarter in the downtown area, the Old Town State

Park, and Balboa Park - home to the San Dicgo Zoo and a host of other cultural and recreational
aclivities.



In addition to the many permanent attractions available to visitors, the City has also been
host to a number of major events. The City annually hosts the Buick Invitational, a Professional
Golfers’ Association Tour Event played at the Torrey Pines Golf Course. Torvey Pines, which is owned
and operated by the City of San Diego, is a world renowned golf course. In addition, since 1978, the
City has annually hosted the Holiday Bowl, a post season contest of elite college football tcams. -

The City also hosted the America’s Cup in 1992 and 1995, and the Super Bowl and
World Series in 1998, In addition, the City was the site for the Republican National Convention held in
August 1996. The Super Bowl is scheduled to return to San Diego in 2003. According (o the San Diego
Unified Port District, in 2001 there were 7.6 million passenger arrivals, down by approximately 4.2%
from 2000.

In September 2001, the San Diego Convention Center expansion was completed,
doubling the size of the existing facility to 2.6 million total gross square feet. According to the San
Diego Convention Center Corporation, since opening in 1989, the Convention Center has generated $4.5
billion in economic benefit for the San Diego regional economy through increased visitor spending,
additional hotel room nights, and new jobs.

Military

Military and related defense spending is the second most important component of the San
Diego economy, with only manufacturing making a larger contribution to San Diego County's Gross
Regional Product. Prior to 1990, San Diego’s civilian defense contractors were primarily concentrated
in aerospace manufacturing. During the 1990's, the focus of local defense contracting shifted from
aerospace manufacturing to research and development, with shipbuilding and repair remaining an
important component. This transformation received additional impetus with the relocation to.San Diego
from Virginia of the Space and Naval Warfare Systems Command (SPAWAR) in 1997. SPAWAR is
responsible for administering contracts to meet the Navy's continuing need for state-of-the-art command
and communications systems.

According to the San Diego Chamber of Commerce, defense related expenditures (active
duty payroll, retirement benefits and civilian contract awards) in the County during the federal fiscal
year ended September 30, 2000, totaled $9.8 billion, up from $9.5 billion in 1999. With a total military
and civilian payroll of $3.72 billion in the federal fiscal year 2000, San Diego continued to lead all
counties in the nation in terms of combined military and civilian payrofls. Total civilian defense
contracts awarded to County-based businesses totaled $2.9 billion during the federal fiscal year 2000. up
17.4% from the previous year. The Department of Defense also spent $1.3 billion on base operation
expenses, $1.04 billion on retirement benefits, and another $0.85 billion on various classified contracts.
subcontracts. and other contracts of less than $1,000 each. The San Diego Chamber of Commerce
estimates that as of June 1, 2000, total active duty military personnel in the County totaled 103,127 and
the total civilian employment was 21,200,

International Trade

The table below is from the International Trade Administration’s Exporter Location
Series. This information is compiled on a f.a.s (free alongside ship) basis and includes domestic exports
and re-exports. The total value of exports from the County during 1999, the most recent year for which
data are available, totaled approximately $9.0 billion, up 4.7% from 1998.



Table 8
VALUATION OF EXPORTS
ORIGINATING IN SAN DIEGO COUNTY
Calendar Years 1995 through 1999
(in billions)

1995 5.9
1996 6.7
1997 148
1998 8.6
1999 9.0

Source: International Trade Administration
Major Employers

The City is host to a diverse mix of major employers representing industrics ranging from
cducation and health services, to diversified manufacturing, financial services, retail trade and
amusement and recreation,  Table 9 lists the City's major employers. The list is compiled from
information gathered by the City of San Diego. All of the busincsses listed in the table have their main
offices in the City, with many having branch offices and/or production facilities in other arcas of the
County. Accordingly. not all employees of these businesses work within the City.
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Table 9

CITY OF SAN DIEGO
MAJOR EMPLOYERS'"
As of January 1, 2002
Employer Product/Service
10,000 or More Employees:
San Diego Unified School District Education
Sharp Health Care Health Care
University of California, San Diego Higher Education
5,000 - 9,999 Employees:
Kaiser Permancnte Health Care
Qualcomm Wireless Communications
San Diego Community College District Higher Education
Scripps Health Health Care
San Diego Gas & Electric/Sempra Energy Utility
Sharp Health Care Health Care
3,000 - 4,999 Employees:
ADDECO Employment Services Employment Services
Children's Hospital and Health Care Health Care
Cubic Corporation Electronic Systems
Pacific Bell . Utility
Palomar Pomerado Health System Health Care
Samsuong Electronics
San Diego State University Higher Education
Science Applications International Corporation Research and Development
Scaworld of California Entertainment
Solar Turbines Gas Turbinc Manufacturing
Sony Technology Center Electronics
UCSD Hcalth Care Health Carc
United Parcel Scrvice Delivery Service
University of San Dicgo Higher Education
2,000 - 2,999 Employees:
Jack in the Box Inc. Restaurants
Hewlett Packard Company Electronic Instruments
Manpower Temporary Services Employment Services
National Stecl & Shipbuilding Company Shipbuilding. Repair
Nordstrom Department Store
Scripps Research Institute Biomedical Research
YMCA af San Diego County Family Recreation
Zoological Socicly of San Diego . Entertainment

(1) Does not include various major public employers, including the City. the County. and the federal government with a
combined total county cmployment of 116,100 as of January 1, 2002.

Source: City of San Dicgo
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Effective Buying Income

Table 10 shows the per capita Effective Buying Income (EBI) for the City. the County,
the State, and the United States for calendar years 1996 through 2000.

Table 10
PER CAPITA EFFECTIVE BUYING INCOME'"!
Calendar Years 1996 through 2000

Calendar City of  County of Statc of  United
Year San Dicgo  San Dicgo  California States
1996 St5.139 S$14.975 $15.068  S$15.555
1997 15.804 15.618 15.797 16.281
1998 16.291 16.101 16299  16.8YS
1999 17,443 17,270 17.245  17.691
2000 19.238 19,498 19.081 18.426

(1) Effcciive Buying Income is defined as the aggregate of wages, salaries. interest camings. and all forms of public
assistance income (such as Sociad Security and unemployment compensation) less personal tax payments, contributions
10 Sowial Sccurity, and the value of income “in Kind™ from food stamps. public housing subsidics. medical care cte.
Effective Buying Income is a proxy for “disposable™ or “alter-tax™ income.

Source: Sales & Marketing Management Magazine “Sunvey of Buying Power™
Building Permits

Table 11 provides a summary of the building permit valuations, and the number of new
dwelling units authorized in the City, for Fiscal Years 1997 through 2001. The valuation of non-
residential permits includes both private, commercial construction and publicly funded, non-tax
generating projects.

Table 11
CITY OF SAN DIEGO
BUILDING PERMIT VALUATIONS
AND NUMBER OF DWELLING UNITS
Fiscal Years Ended June 30, 1997 through 2001

1997 1998 1999 2000 2001
Valuation (in thousands)
Residential $541.443  $890476 S857.747  SI1.185999  S1.181.385
Noanresidential 478.887 576,170 783.106 960,479 693.687
Total $1.020330 $1466,64 SL640.85 $2.146478  SI1.875072
Number of New Dwelling
Units: .
Single Family 2,197 3.032 2,612 2.084 2075
Multiple Family 1014 3018 2,856 3,662 3.829
Total 3211 0,050 2468 1,146 3.904

Source: City of San Diego. Planning and Development Review Depariment
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Business Development Program

The City actively supports economic development and job creation activities. A key
element of these activities is the Business Expansion and Retention Program (BEAR Program), a
proactive effort on the part of the City to work directly with businesses to retain local firms and help
them expand their investment and job growth. This program was created in 1995 by integrating the
City’s exisling business development activities to provide centralized coordination and data
management, and to expand operational relationships with partnership agencies such as the Economic
Development Corporation and Sempra Energy. BEAR Program components include Business
Incentives, Targeted Assistance, sales and use tax rebates through the Business Cooperation Program,
Business Outreach, and Business Finance.

A further element of the City’s overall business development effort has focused on
streamlining the permitting process and, when feasible, eliminating or reducing fees and permits. A
major component of this streamlining effort has been the creation of a “one-stop™ permitting center
which has in most cases reduced development permit processing time by one-half. The center
eliminates the need for permit applicants to seek approval from several City departments by
consolidating the review and permit process.

The City also operates the Office of Small Business, which provides a broad range of
assistance programs for the many small businesses in the City. Tn 1995,.the City Council reduced the
annual Business License Tax for all businesses with 12 or fewer employees to a flat fee of $34 per
business with no per employee charge. The City charges an annual fee of $125 plus $5 per employee
for businesses with I3 or more employees.

Transpertation

San Diego has a well-developed highway system. Access in and out of the region is
provided by five major freeways running north and south and three freeways running east and west.

Public transportation through the City and surrounding communities is provided by the
San Diego Metropolitan Transit Development Board (“MTDB"). The San Diego Trolley, Inc. operates
a fleet of electric trolleys that provides transportation for commuters and tourists from downtown San
Diego to San Ysidro (adjacent to Tijuana), and from downtown San Diego to the southem part of the
County and East County. The East Line extension to Santee was completed in 1996. This 3.6-mile
extension connects the cities of El Cajon and Santee. The trolley also provides service from downtown
San Diego to the waterfront area, including the Convention Center. An extension providing additional
service from downtown to the historical Old Town section of the City was completed in 1996. In
addition, the Mission Valley extension, which connects Old Town with Qualcomm Stadium and the
Mission Valley shopping area, ending at the Mission San Diego, opened in 1997.

Construction has begun on the 6-mile Mission Valley East Trolley Extension. The
project, scheduled for completion in 2004, will extend east from Qualcomm Stadium connecting
Mission Valley with San Diego State University, La Mesa, and East County. The extension will include
four new trolley stops, including a subterranean station at San Diego State University. The project is

estimated to cost approximatély $435 million, including $330 million in appropriations from the federal
government.



A 43-mile Coaster Commuter rail line from Oceanside 1o downtown San Diego came
into service in 1995. This line links communities along the coast from Oceanside to Del Mar with
downtown San Diego and is operated by North County Transit District.

Recently, MTDB granted the rights to operate an east-west rail line to Carrizo Gorge
Railway. [t is anticipated that the line, which will connect San Diego and northern Baja California with
the rest of Mexico and the United States, will open and begin shipping freight in calendar year 2003,
This additional rail line will complement already cxisting rail service coming into San Diego County
from the north and reduce shipping rates and times for companies moving products between San Diego,
Mexico. and the Southwest.

Proposition A, voter approved in November 1987, authorized a one-half cent increase (o
the local sales tax to fund transportation improvements for the San Diego region. The City’s proposed
budget for Fiscal Year 2003 includes $28.1 million in Proposition A funds. The one-half cent increase
to the local salcs tax, authorized by Proposition A, is scheduled to expire in 2008.

State Propositions 108/111/116, voter approved in June 1990, increascd the State gas tax
and authorized the sale of rail bonds. The revenues generated from these measurcs are (o be used to
implement a comprehensive Statewide transportation funding program. The proposed budget for Fiscal
Year 2003 projects that the City will receive $22.9 million in Proposition 11] funds. Revenucs from
this source supplement the City's street maintenance and resurfacing program and other street related
services, including traffic light and signal maintenance, median maintenance and traffic engincering to
ensure efficient traffic flow.

MUNICIPAL GOVERNMENT AND FINANCIAL INFORMATION

Governmental Organization

The City is a charter city and operates under the Council-Manager form of government.
The City Council is comprised of eight members elected by district to serve overlapping four-year
terms. The Mayor, who presides over the City Council, is elected at large to serve a four-year term.
The City Council, which acts as the City's legislative and policy-making body, selects the City
Manager, who is the City's chief administrator and is responsible for implementing the policics and
programs adopted by the City Council.

Accounting Practices

The City’s accounting policies conform (o generally accepted accounting principles
applicable to governmental entities. The City’s Governmental Funds and Expendable Trust and Agency
Funds usc the modified accrual basis of accounting. Under the modified accrual basis of accounting,
revenues are recorded when both available and measurable. Certain fines and forfeitures, however, are
recorded when received, as they are not susceptible to accrual. Expenditures are recognized when the
related liability is incurred except for (1) principal of and interest on general long-term debt, which are
recognized when due, and (2) employee annual leave and claims and judgments for litigation and self-
insurance which are recorded in the period due and payable. Proprictary Fund, Pension Trust, ?xnd
Nonexpendable Trust Funds use the accrual basis of accounting. Under the accrual basis of accounting,
revenues are recognized when earmned, and expenses are recorded when incurred.
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The City prepares financial statements annually in conformity with generally accepted
accounting principles for governmental entities, which are audited by an independent certified public
accountant. The annual audit report is generally available about 180 days after the June 30 close of each
fiscal year. The City's most recent general purpose financial statements for the Fiscal Year ended June
30, 2001, were audited by Calderon, Jaham & Osborn, CPAs,

Budgetary Process

The City's annual budget, which is adopted in July and published in October, is the
culmination of the annual budget process, which begins in the fall of the preceding year. Public input on
service and program priorities is solicited. This input serves as part of the City Council’s priority setting
for the development of the budget.

Based upon City Council budget priorities, departments submit operating and capital
improvement project requests to the City Manager for review by the Financial Management Department.
The City Manager evaluates and prioritizes the program requirements, determines funding availability,
and develops a balanced budget as required by the City Charter. This proposed balanced budget is
published and presented to the City Council by their first meeting in May.

During May and’ June. the Mayor and City Council conduct budget meetings to review
the Proposed Budget. Public comment is received at this time. The budget meetings are conducted as
Council workshops focusing on policy issues.

As required by the City Charter, the City Council adopts the Annual Budget and
Appropriation Ordinance no earlier than the date of the first Council meeting in July and no later than
the last meeting in July. The adoption of the Appropriation Ordinance requires two noticed public
hearings, which are usually held on consecutive days. The Annual Tax Rate Ordinance is adopted no
later than the last City Council meeting in August.

The Financial Management Department works closely with the City Auditor and
Comptroller to monitor fund balances, as well as revenue projections, throughout the fiscal year.
Variations from budget or plans are alleviated in a number of ways, including expenditure reductions or
deferrals.  As another technique of accomplishing budgetary control. the City also maintains an
encumbrance accounting system, under which purchase orders, contracts, and other commitments for
the expenditure of funds are recorded in order to reserve that portion of the applicable appropriation.

Restructuring

In order to focus additional resources on long-range planning, the prevention of storm
water pollution, the maintenance of City facilities, and the human resource needs of the City, the City
Manager implemented several structural changes effective January 2001. These organizational changes
place additional emphasis on these priorities, while continuing to meet the City’s other high priorities.
This restructuring involved only minor accounting changes.

Five Year Summary of Financial Results

Tables 12 and 13 present the Balance Sheet and the Revenue and Expenditure statements
of the City’s General Fund for Fiscal Years 1997 through 2001 in the format presented in the
Comprehensive Annual Financial Report.
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Table 12
CITY OF SAN DIEGO
BALANCE SHEET FOR THE GENERAL FUND
Fiscal Years Ended June 30, 1997 through 2001
(in thousands)

1997 1998 1999 2000 2001
ASSETS
Cash or Equity in Pooled Cash & S13.x42 $23.516 S16.005 $24,708 S48.777
fnvestments
Receivables:
Taxes - Net 26,142 271,739 27491 M).182 32431
Accounts — Net 23992 26,392 29,856 12808 38016
Chiims - Net : 30 41 9 a6 16
Notes 182 - - .- -
Accrued Interest 1915 2451 1.745 2744 3.011
From Other Funds 76.808 82923 94.547 t(09.686 87.135
From Other Agencies 67 613 1.068 1.068 1.635
Advances to Other Funds 8346 4570 6,771 9.920 T 10628
Advances to Other Agencies 350 350 350 350 350
Prepuiid and Reimbursable k1K) 357 302 Lie} 132
ltems & Deposits
Total Assets $151.489 S168.952 S178.0.44 $212.660 S222.15t
LIABILITIES
Accounts Payahle 2922 2138 2.461 $2.927 S2.057
Accrucd Wagces and Benefits 11.807 14,793 16.598 21923 27445
Duc 10 other Funds 768 -- - -~ --
Deferred Revenue 30.669 29.590 30934 33904 37942
Contracts and Notes Payable 76.808 82 48,500 99.500 71.000
Total Liabilities $122975 $128.518 S138.493 $158.254 $i4444
FUND EQUITY
Reserves: .
Reserved for Encumbrances $6.376 $9.181 $9.542 S11.628 S11,150
Reserved for Advances & 8.696 4920 7.12t 10.270 10,978
Depasits '
Unreserved: .
Designated for Unrealized Gains -~ " 196 - - 2,287
Designated for Subsequent 1.430 1.936 1818 2972 1432
Years™ Expenditures
Undosignated 12,012 24,001 21170 29,536 31160
Total Fund Equity 528,514 $40,434 §39,651 554,406 $77.101
Total Liabilities & Fund Equity $151,489 $168.952 S178,144 $212,660 SA22.51

Souwrce: City of San Dicgo Comprehensive Annual Financial Report
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Table 13
CITY OF SAN DIEGO
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE FOR THE GENERAL FUND
Fiscal Years Ended June 30, 1997 through 2001 (in thousands)

197 [N joas] 206K 201

REVENUES: '

Property Tanes S48 S22 S1I0.624 MALINN NMSNSNS

Sules Tanes ! 104327 HI7.985 128,39 13040 142068

Onher Lol Tanes 69,165 R1L796 ROOOK D480 LR AR

Lavenws and Permits 2.7580 19.272 204} 201,603 RAN RS

Fines, Forteinres and Penaltics 17,125 070 23613 2NAHY M.776

Revenues Trom Ese of Money and Propenty 27,673 T8 29,941 HAM HL8)

Revenues from Federal Agencies 912 kXY 226 1644 LY

Revenues trom Oiher Agencies 47,758 S1.822 55,007 R3N2) §7.2602

Charges for Current Services TIR84 0TH2S PR} 7740 $4.130

Oiher Revenue 229 _2ATY 2326 777 26006

Tatul Revenues SN $5I5 $550,007 SEINSR0 S6T7387

EXPENDITURES:

Currem: . o
Generd Governmoent $62.134 64728 SOTANS ORT{ 1] L7980
Conmtinity @ Eeonomic Develapsent 13,037 13,907 14,730 14.6061 19.77K
Public Sty . 2R1.683 295,762 J5.231 REEN 69.607
Libraies 18911 200677 R A 1820 26,494
Park, Recreation and Culture 40469 41,561 44910 19850 Se4
Public Works 80,141 (GUAT] 70413 Th MK R0.999
Fmploves Refations ind Spevial Prajects K02 (X1 723 037 MX
Desclopment Services 4415 - . * .
Miseethnceous and Unadlocatesd 18315 2260 R TN 1.N81 1.3n7

Pehi Service,
faterest 3307 X3 4894 S02 4610

Total Expenditures $SO0R.7M SAt9 S542.0645 Q589,634 R X LAY

EXCESS (DEFICIENCY 1 O) REVERUES OVER 31.000 PSR RYAIM N840 pPATARY)

LEXPENDITURES .

OTHER FINANCING SOURCES 1USES)

Trnsless from Propriciary/ Fiduciary Funds 35072 S1VIN S15M4 S 073

Transiers T Other Funds 23 KYAAD] 28.309 RIBIE] 29236

Trmsfers from Camponent Unit - 554 8N 24 86

Transfers 10 Proprictary Funds 2.09) 1835 (158100 (IR 14370

Translers to Other Funds < G.66T) (25,592) (24,305 127,500 L300) s

Tramsters 10 Componem Unit - £HX) 190 (IO 165t

TOTAL OTHER FINANCING £29.646 S8AN? (S10,5500) [AIERE2Y) S14,529),
SOURCES (USES)

EXCESS iDEFICIENCY) OF REVENUES AND OTHER ($1.359) S1I048) €82.58%) Y E AN S

FINANCING SOURCES OVER EXPENDITURES AND

OTHER FINANCING USES .

FUND BALANCE AT JULY 1 28,818 2RS4 $40,134 SI,651 $5.406

Cumutive Effect of u Change in Accounting Principle - RIE} - - -

Residuad Eguity Transens frops Other Trunds 1050 IR EA] 1803 = =

FUND BALANCE AT FOLLOWING JUNE 30 28514 S04 39651 S34,400 NN

{1 lncludes Preposition 172 Safery Sates Tas.
(1 Beginning in Fiseal Yeur 1998, expend for strect vperativn and maimenance functivas. previousty budgeted within the Public Works Depastinent of

the Generad Fond, wene shifted to the Enterprise Fond component of the Teansportition Deparimeat. The bath of the operating wevenwes Tor steet
operition amnd mainleanee functions are funded through smaval vansfers fram the Gener Fumdl.

Source: City of San Diego Comprehensive Aandal Firaneial Repont

A-15



The Tollowing table presents the operating budget summary for Fiscal Years 2001

through 2003.

REVENUE SOURCES:

Table 14

CITY OF SAN DIEGO

OPERATING BUDGET SUMMARY

Fiscal Years 2001 - 2003'"

Actual Resulis in
A Budget Forpt
Fiscal Year 2001

Adopted Budget

Fiscal Year 2002

Praposed Budget
Fiscal Yeur 2003

Property Tax S$158.367.521 $169.443.711 S1EK.600.000
Satles Tay "¢ 142,069,527 141.571.382 133433542
Transient Occupancy Tax 58,7340 61.920.984 3557143
Praperty Transfer Tax 5.709.842 5.613.652 6.300.000
Licenses and Permits 22110499 21.207.271 2627.271
Fines. Forfeitures and Penalties 20.6H1.951 29,728,069 260.887.56Y
Tmterest Famings 13,270,685 5.900.000 5900000
Franchises 42.708.007 43.518.853 54234644
Other Rents and Concessions 36,702,597 26.592.805 27.814.150
State Motor Vehicle License Fees 671880 70.310.886 T2 26X)KN)
Other Revenue from Agencies 22.106.303 9,061,054 7.507459
Charges for Current Services 84.785.317 67,291 812 68.646.72]
Transfers from Other Funds 25,025,604 40.624.985 39.840.856
Other Revenue 1.285.035 872968 872908
Prior Year Fund Balance 15.750.000 31.700.000 19400465}
Totat General Fund Revenues $723,72:4,300 $727.360.433 $732,822.323
EXPENDITURES:

Public Sufety S362.6487.096 $379.210.941 SIEIH60.674
Parks and Recreation 58.687.36l 61667045 68.772.571
Sanitation and Healih 37.202.991 41.929.081 40.325.478
Transportation '™ 2R.775.023 28.301.397 12.629.204
Librury 27,213,908 32.758.024 16976571
Neighborhood Services 30.186.177 0.877.221 31.649.894
Operations Suppost 101.020.862 107,582,988 111L.992.695
Internal Support/Management 40,361 204 43,033,736 46,615,236
Totad General Fund Expenditures $686,231,646 $717,360,433 $732,822.323

th The budpet is prepared on the moditied avenaat basis of accounting cveept that 61 cocombeances oubsbaiding at year-ond are candidensd as
cxpemditiires snd 1t the fncreaeidennase in escne Tior sdvances and sepits 1 ather [ and agencies are canvidered s sitionideductions o
cypenditures.

121 Includes Progunition 372 Sutety Sates Tan, 5

G I Fiseal Year 2003, Generd Fund suppon fur the Stived Division Opersting Fuod witl te funded direetly throngh a saes o aflocation ather than
through 3 General Fad tramsler. As a resuht. sales fives deposited woitee General Fund are reduced by $15.3 anflion, e

e The City budgets for Tobaceo Settfenent Revenues aiwe sear in anrean, and these reventes appear in the category "Otber Resenue from Agencies” wm
the swtual resalis colunin, and are included in e pior year fund hatance in the bidget colummns,  Fiscal Year 2001 sctual resalis aba mc}mk-
approvinitely $4.3 mithon ia cesenes frvm the Stte Tor local Tiscal refiel. The City did aot budiel Ko, nos eapret 1 eceive sich reventies in Fiwal
Yeurs 4002 and 2003,

15 In Fisead Yeur 2000, General Foad suppon hoor the Street Pivision Opersting Fund will be funded direcity through a sdes v aliocation rather than
theough s Genvtal Fund irimbes. As such, General Fuml expenditires on Tamspostation are feduced by S18.4 million.

Sodrees City of San Dicgo. Financial Managenient Deparinent
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. Fiscal Year 2001

The actual Total General Fund Revenues, presented in a budget format equivalent to
Table 14, for Fiscal Year 2001 equaled $725.8 million, which represents an increase of $58.3 million or
8.7% more than the actual results for Fiscal Year 2000, and $49.4 million or 7.3% more than the
adopted budget for Fiscal Year 2001. The following table shows the change in actual major revenue
sources for Fiscal Year 2001 over Fiscal Year 2000. '

Change in Major Revenue Sources
Actual Results Fiscal Year 2001 over Fiscal Year 2000

* Property Tax + 9.8%
& Sales Tax + 8.5%
* Transient Occupancy Tax + 13.5%
* Motor Vehicle License Fees + 9.7%

(1) The ahove percentages reflect overall growth in these revenue sources, and include allocations to the General Fund

Property Tax, and Total City Sales Tax, excluding Proposition 172 Safety Sales Tax. and Total City Transient
Occupancy Tax.

Source: City of San Dicgo, Financial Managemeni Department

Actual Total General Fund Expenditures, presented in a budget format equivalent to
Table 14, for Fiscal Year 2001 equaled $686,234,635, an increase of $46.3 million or 7.2% more than

the actual results for Fiscal Year 2000, and $9.9 million or 1.5% more than the adopted budget for Fiscal
Year 2001.

Fiscal Year 2002 (Adopted Budget)

Under the City’s Fiscal Year 2002 adopted budget, Total General Fund Revenues equal
$727.4 million, up $1.6 million or 0.2%, from Fiscal Year 2001 actual results. The adopted budget
assumes that San Diego will experience slower economic growth in Fiscal Year 2002 than in prior
years. Slower economic growth is projected due to declining consumer confidence and the uncertain
impact of higher energy prices to businesses and households. Further, the budget was prepared before
the events of September 11, 2001. The City did not include any revenues from the State for local fiscal
relief in its budget for Fiscal Year 2002. Below are budgeted rates of change for the major revenues as
presented in the Fiscal Year 2002 adopted budget approved by the City Council in July 2001.

Fiscal Year 2002 Budget Growth Rates'"’

¢ Propenty Tax + 1.4%
s Sales Tax + 5.0%
¢ Transient Occupancy Tax + 6.0%
¢ Motor Vehicle License Fees + 5.0%

(1) The above percentages reflect overall growth in these revenue sources (based on Fiscal Year 2001 year-end
projections), and include allocations 10 the General Fund Property Tax. and Total City Sales Tax. excluding Proposition
172 Safety Sales Tax, and Total City Transient Occupancy Tax.

Source; City of San Dicgo, Financial Management Department



The Fiscal Year 2002 adopted budget includes $727.4 million in Total General Fund
Expenditures. This represents an increase of $51.0 million or 7.5% from the prior year's adopted
budget. Under the adopted budget, spending on public safety totals $379.2 million, an increase of $21.2
million or 5.9% from the previous budget. This increased public safety spending provides for 20 more
police officers, 3.5 new lifeguards, and an additional fire recruit academy.

The budget also includes funding for 27.5 new positions in the Library Department to
extend hours at several branch libraries throughout the City.

Although the Fiscal Year 2002 adopted budget anticipated slower economic growth than
in prior years, aggregate revenue collections to date have come in below budgeted lcvels due primarily
to the events of September 11, 2001, and the rccent economic downtum. The following tablc shows
year-end projections for Fiscal Year 2002 major revenues.

Projected Change in Major Revenue Sources
Fiscal Year 2002 Year-End Projections"’

*  Propenty Tax + 8.5%
e Sales Tax + 3.6%
¢ Transicnt Occupancy Tax - 1.9%
* Molor Vehicle License Fees + 3.1%

th The above percentages reflect overall growth in these revenuc sources (based on Fiscal Year ;!1)0! yo:arfnd
projections). and include allocations to the General Fund Property Tax. and Total City Sales Tax. excluding Proposition
172 Safety Sales Tax. and Total City Transicnt Occupancy Taa.

Sausce: City of San Dicgo. Financial Managémem Department

Revenue shortfalls in the current year will be offset by revenues that arc cxceeding
expectations and expenditure savings in order to achieve a balanced budget by year-end.

Fiscal Year 2003 (Proposed Budget)

Under the City's Fiscal Year 2003 proposed budget, General Fund revenues total $732.8
million, up $5.5 million or 0.8%. from the Fiscal Year 2002 adopted budget. The proposcd budget
assumes that San Diego will experience modest economic growth in Fiscal Year 2003. The Fiscal Year
2003 proposed budget also expects the City to realize additional revenues from hosting the Super Bowl
in January 2003. In Fiscal Year 2002, the City did not receive any revenues from the State for local
fiscal relief, and does not include any such revenues in its proposed budget for Fiscal Year 2003.
Presented below are estimated growth rates for the major revenues.
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Projected Change in Major Revenue Sources
Proposed Budget Fiscal Year 2003 over Projected Actuals Fiscal Year 2002'"

s Property Tax + 9.0%
o Sales Tax + 4.0%.
¢  Transient Qceupancy Tax + 6.0%
e  Motor Vchicle License Fees + 4.0%

(1) The above pereentages reflect overall growth in these revenue sources. whether or not such revenues are aflocated
ontirely to the General Fund.

Sowrce: City of San Diego, Financial Management Department

Under the Fiscal Year 2003 proposed budget, General Fund expenditures total $732.8
million, an increase of $5.5 million or 0.8% from the prior year's adopted budget. Although the Fiscal
Year 2003 proposed budget includes only minimal expenditure increases. funding for the Library
Department will increase by $4.2 million, or 13%, and expenditures for the Park and Recreation
Department will increase by $5.1 million or 8.0%.

State Budget Deficit

The Governor’s May Budget Revision released on May 14, 2002, has officially projected
-a revenue shortfall of $23.6 billion in the State’s Fiscal Year 2003 budget (July 1, 2002 through June 30,
2003). In the past, in order to close prior budget deficits, the State of California shifted property taxes
from local goveérnments to fund its obligations. While at present the City cannot predict whether the
State will appropriate funds from local governments to resolve its current budget imbalance, the
Governor's May Budget Revision has the following fiscal implications for the City.

The City has not included any revenues from the State for local fiscal relief in its Fiscal
Year 2003 proposed budget; however, the City assumes that the State General Fund will continue to
offset a fee reduction on motor vehicle license registration originally enacted in 1999. (Please see
“Vehicle License Fee Reduction™ below.) In addition, the City's proposed budget includes the transfer
of $5.2 million from the State to compensate for booking fees the City makes to the County of San
Diego for incarcerating criminals. The Governor’s May Budget Revision continues to fully offset the
motor vehicle license fee reduction, but proposes to eliminate State transfers (hat compensate local
governments for booking fees.

" Vehicle License Fee Reduction

The State’s vehicle license fee (“VLF") is an annual fee on the ownership of a registered vehicle in
California. Automobiles, motorcycles, pick-up trucks, commercial trucks and trailers, rental cars, and
taxicabs are all subject to the VLF. VLF revenues are distributed by the State to cities and counties.
Approximately three-fourths of VLF revenues (one-half to cities and one-half 10 counties) can be used
for any lawful purpose, with the remaining funds allocated to counties to pay for “realignment” health
and social services programs. Under the State of California’s Vehicle License Fee Law, beginning
January 1, 1999, the vehicle license fee was permanently reduced from 2.0% to 1.5%. The law also
provided for a one-year reduction to 1.3% for vehicles with a payment due date during calendar year
2000. Subsequenily, the law was amended to reduce the rate to 0.65% through calendar year 2002.
Beginning in 2003, the vehicle license fee was scheduled to be reduced permanently to 0.65%.



However, the Governor's May Budget Revision proposes to increase the license fee to 1L.5% for
calendar year 2003.

To ensurc that local governments are not impacted by the fee reductions, State law
provides for an offset from the State’s General Fund cqual to the amount of the reduction. Under the
offset provisions, the State’s General Fund pays local governments for lost VLF revenues on a dolfar per
dollar matching basis, from state General Fund revenues,  The repayment funds are continuously
appropriated. and do not need to be approved in the annual budget process. A statutary, continuous
appropriation. however, is not a firm guarantee of a continuing replacement and the repayment is subject
to the availability of monies for transfer from the State’s General Fund. Thus, in future years, there
could be a loss by local governments of State revenues to offset fost VLF fecs.

VYLF fecs arc the third largest General Fund revenue source for the City (after property
taxes and sales taxes). In Fiscal Year 2001, the City reccived approximately $67.2 million in VLF
revenues. a 9.7% increase over the prior year's actual receipts. For Fiscal Year 2001, VLF revenues
represented approximately 9.9% of Total General Fund Revenues. For Fiscal Year 2002, VLF revenucs

arc projected to total $69.3 miltion. The Fiscal Year 2003 proposed budget projects $72.2 million in
VLF receipts.

Energy Conservation and Management

Since calendar year 2000, California has witnessed an unprecedented energy crisis that
has caused significant economic impacts for the City of San Diego, its residents, and businesses. The
cnergy problem was initiated by a 1996 state deregulation plan developed by the California State
Legislawre.  The plan deregulated the wholesale price of electricity, but not the retail price.
Additionally. the California Public Utilities Commission adopted rules preventing investor-owned
utilitics, such as San Diego Gas and Electric (SDG&E) from entering into long-term agreements lo
purchase clectricity at fixed rates. California’s plan for energy deregulation had a number of unintcnded
consequences, such as causing energy supplies to be held off the market. and forcing utilitics to
purchase energy on what was a highly volatile spot market.

As a result, since calendar year 2000, Californians have paid significantly more for
clectricity than in prior years, and the State’s major utility companies were brought to the verge of,
and/or filed for bankruptcy protection. Currently, cnergy supplies appear to be sufficient to meet the
demands of California, and energy prices have stabilized. albeit at significantly higher prices.

The dramatic increase in encrgy costs has had an impact on the City's cxpenditures for
cnergy. In Fiscal Year 2000, the City's General Fund paid approximately $5.1 million for encrgy
(clectricity and natural gas). In Fiscal Year 2001, actual encrgy expenditures were $9.3 million, or $2.9
million more than the budgeted amount.

The budget impact of higher energy costs has been offset to a certain extent by an
increase in franchise fees received by the City. SDG&E operates under a 50 year City franchise that
was granted in 1970. The City and SDG&E recently reached an agreement for the remaining 20 ycars
of the franchise, under which SDG&E pays a franchise fee to the City equal 10 3% of its gross in-city
sales of natural gas and electricity. This agreement is subject to final approval by the California Public
Utilities Commission.
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The City's General Fund receives 75% of the revenues derived from this franchise fee.
For Fiscal Year 2000, the General Fund received $22.2 million in franchise fees from SDG&E, or §1.5
million above the budgeted amount. For Fiscal Year 2001, the City's General Fund adopted budget
included $22.5 million in franchise fees from SDG&E. However, due to the increase in energy prices,
for Fiscal Year 2001, the General Fund received approximately $5.2 million more than was budgeted.
In Fiscal Year 2002, it is estimated that the General Fund budget will receive $31.4 million in franchise
fees from SDG&E.

The California Department of Water Resources (the “DWR™) purchased power on behalf
of a number of utilities, including SDG&E, and under recently enacted legislation is deemed to be
selling the same to the customers of the utilities. The City believes that SDG&E will continue to pay
franchise fees based upon the revenue from the sale of DWR pawer to SDG&E customers and expects
some clarification on this issue from the California Public Utilities Commission.

Property Taxes

The County assesses property and collects secured and unsecured property taxes for the
cities, school districts, and special districts within the County. including the City. Once the property
taxes are colleclted, the County conducts its internal reconciliation for accounting purposes and
distributes the City's share of such taxes to the City, generally within a couple of weeks. Prior to
distribution, the moneys are deposited in an account established on behalf of the City in the County
Treasurer’s Investment Pool (the “Pool”). If the County and/or the Pool were at any time to become
subject to bankruptcy proceedings, it is possible that City property taxes held in the Pool, if any. could
be temporarily unavailable to the City. In the event of such an occurrence, General Fund revenue
requirements could be met through the use of other City funds. Ad valorem taxes are subject to
constitutional limits as discussed under the section “LIMITATIONS ON TAXES AND
APPROPRIATIONS.”

Taxes are levied for each fiscal year on taxable real and personal property which is
situated in the City as of the preceding January 1. For assessment and collection purposes, property is
classified either as “secured” or “unsecured” and is listed accordingly on separate parts of the
assessment roll. The “secured roll” is that part of the assessment roll containing the taxes on which
there is a lien on real property sufficient, in the opinion of the County Assessor. to secure payment of
the taxes. Other property is assessed on the “unsecured roll.”

Property taxes on the secured roll are due in two installments. on November | and
February | of the fiscal year. If unpaid, such taxes become delinquent on December 10 and April 10,
respectively, and a 10% penalty attaches to any delinquent payment. If not paid. the property is subject
to default. Such property may be redeemed by payment of the delinquent taxes and the delinquent
penalty. plus a redemption penalty of 1.5% per month from July 1 of the following year to the time of
redemption. If taxes are unpaid for a period of five years or more, the property is subject to sale by the
County Tax Collector. '

Property taxes on the unsecured roll are due as of the March | lien date and become
delinquent, if unpaid, on August 31 of the fiscal year. A 10% penalty attaches to delinquent taxes on
property on the unsecured roll, and an additional penalty of 1.5% per month begins to accrue beginning
November 1 of the fiscal year. The taxing authority has four ways of collecting unsecured personal
property taxes: (a) a civil action against the taxpayer; (b) filing a certificate in the office of the County
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Clerk specifying certain facts in order to obtain a judgment lien on certain property of the taxpayer: (c)
filing a cestificate of delinquency for record in the County Recorder’s Office. in order to obtain a lien on
certain property of the taxpayer: and (d) seizure and sale of personal property. improvements or
possessory interests belonging or assessed to the assessee.

A supplemental assessment occurs upon a change of ownership of existing property and
for new construction upon completion. A supplemental tax bill is issued for the difference in property
value resulting from the increase in assessed value prorated for the remainder of the year.

Effective July 1, 1988, Assembly Bill 454, Chapter 921. eliminated the reporting of the
unitary valuations pertaining to public utilities such as San Diego Gas and Electric and Pacific
Telephone. In lieu of the property tax on these previously included assessed valuations, the City now
receives from the State (through the County) an amount of unitary revenue based upon the unitary
property tax received in the prior year.

Table 15 presents assessed valuation within the City for each of the last ten fiscal ycars
ending June 30, 2002.

~ Table 15
ASSESSED VALUATION
Fiscal Years Ended June 30, 1993 through 2002
(in thousands except for percentages)'”’

Fiscal Year ] Annual Assessed
Fnding Secured Unsceured Less Net Assessed Valuation
June 30 Propeny Property  Gross Toigl Exemptions*™ Valuations '™ % Change
1993 $59.787.900 $4.059.854 S63.847.754 $2.099.768 561.747.986 340
1994 6l).586.129 1.21 8.892 64.805.02) 2,360,741 62.444.280 1.13
1995 6(.939.995 4371923 63.311.918 2.1420.027 62.891.891 072
1996 61.793.760 4,303,198 66.0096.958 2,449,507 63.607.451 §.04
1997 61.893.902 4353543 66,247 415 2355171 631.892.271 0.45
1998 63.562.588 4.988.950 68.5351.538 2.910.753 65.640.78S 2,74
1999 68.618.609 5.337916 73.986.525 2994814 70.991,711 8.15
2000 75.788.751 5.852.822 81.641.573 2.987.620 78.653.953 10.79
2001 82.195.239 6347101 38.542.340 3.249.480 85.292.860 8.44
2002 89,259.117 6.838.926 96.008.243 3.572.188 92,526,055 8.48

t1) Includes both locally assessed and State assessed utility propenty.
{2) Excludes homeowners™ and business inventory exemptions.
(3) Netassessed viiluation for tax rate purposes. Includes both Jocally assessed and State assessed utility propey.

Source: City of San Diego Comprehensive Annual Financial Report. Fiscal Year 2001
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Table 16 shows the City’s secured tax collections for each of the ten fiscal years ended
June 30, 2001.

Table 16
SECURED TAX LEVIES AND COLLECTIONS
Fiscal Years Ended June 30, 1992 through 2001
(in thousands except for percentages)

Current Year

Collections as Total Collections
Fiscal Year Current Year Percentage of Total Tax as Percentage of
Ending June 30 Tax Levy " Collections Current Tax Levy Collections  Current Tax Levy"™
1992 $127,143 $121,308 95.41% S135.153 98.43%
1993 120,574 114,821 95.23 119.867 99 .41
1994 109.881 105911 96.39 110,738 100.78
1995 109,754 104,295 95.03 108.192 98.58
1996 111,281 108,137 97.18 110513 99.3}
1997 114719 108,676 97.28 110.563 98.96
l998 116912 114,311 R 97.78 117429 100.44
1999 127,846 124,267 97.20 126923 99.28
2000 141,963 137,859 97.11 140,225 98.78
2001 155.060 150,900 97.32 1583406 98.93

( 1) Commencing in Fiscal Year 1993, by action of the State Legislature, there was a permanent shift of some property taxes
from cities 1o schools.

(2} Tatal Collections include unpaid taxes from previous years' tax levies collected in the current fiscal year.

Source: City of San Diego Comprehensive Annual Financial Report for Fiscal Year 2001
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Table 17 indicates the ten largest secured and unsecured propenty taxpayers in the City.

Table 17
PRINCIPAL PROPERTY TAXPAYERS IN CITY OF SAN DIEGOQ™"
Tax Roll for Fiscal Year 2001-2002
(in thousands, except for percentages)

Percentage of

Type of Assessed Net Assessed Amount

Taxpavers usiness Valuation'** Valuation'" of Tax "
Qualcomm Electronics $435,799 0.48% $4.851
Equitable Life Assurance Investment 151.261 0.3y 1.876
Kilroy Realty LP Real Estate 330059 0.36 1462
Sca World Entertsinment 265.000 0.29 2.947
Pacific Gateway Developer 245411 0.27 2.728
Sony Corp. of America Electronics 227.386 0.25 2.313
University Towne Centre LLC Shopping Center 220.291 0.24 2,448
Solar Turbines Electronics 211,069 0.23 2336
Horton Plaza LLC Shopping Center 188.312 0.21 2.131
Pardee Construction Co. Developer 133,376 . 015 2.151
$2.607.964 : 2.86% $29.243

(1) This table excludes public wtilities, including San Dicgo Gas & Electric Company. Pacific Bell. and American
Telephone and Telegraph. because valuations within the City cunnot be readily determined.

() Tot assessed valuation includes both sccured apd unsceured property.

(1) Using total Net Assessed Valuation of $91.142.819.000. which excludes hameowners™ excmptions.

h) The City receives approximately 17.2% of 1otal taxes paid.’

Source: County of San Diego Assessor’s Office

LIMITATIONS ON TAXES AND APPROPR(ATIONS
Article XIII A of the California Constitution

Section 1(a) of Article XIIl A of the California Constitution limits the maximum ad
valorem tax on real property to 1% of (ull cash value (as defined in Section 2 of Article XU A), to be
collected by each county and apportioned among the county and other public agencics and funds
according to law. Section I(b) of Article XIII A provides that the 1% limitation does not apply to ad
valorem taxes to pay interest or redemption charges on (a) indebtedness approved by the voters prior to
July 1. 1978, or (b) any bonded indebtedness for the acquisition or improvement of real property
approved on or after July 1, 1978, by two-thirds of the votes cast by the voters voting on the proposition.
Section 2 of Article XIII A defines “full cash value™ to mean “the County Assessor's valuation of real
property as shown on the 1975/76 tax bill under full cash value or, thereafter, the appraised value of real
property when purchased, newly constructed. or a change in ownership has occurred after the 1975
assessment.” The full cash value may be adjusted annually to reflect inflation al a rate not lo exceed 2%
per year or to reflect a reduction in the consumer price index or comparable data for the area under the
taxing jurisdiction, or reduced in the cvent of declining property values caused by substantial damage,
destruction, or other factors. Legislation enacted by the State Legistature to implement Article XIII A
provides that notwithstanding any other law, local agencies may not levy any ad valorem property tax
except to pay debt service on indebtedness approved by the volers as described above.
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In addition, legislation enacted by the California Legislature to implement Article XIII A
provides that all taxable property is shown at full assessed value as described above. In conformity with
. this procedure, all taxable property value included in this Official Statement (except as noted) is shown
at 100% of assessed value and all general tax rates reflect the $1 per $100 of taxable value.

On June 3, 1986, California voters approved an amendment to Article XIII A, which
added an additional exempuon to the 1% tax limitation imposed by Anrticle XIII A. Under this
amendment to Article XIII A, local governments and school districts may increase the property tax rate
above 1% for the period necessary to retire new general obligation bonds, if two-thirds of those voting
in a local election approve the issuance of such bonds and the money raised through the sale of the
bonds is used exclusively to purchase or improve real property. Later amendments allow for property
tax increases to pay for certain school district general obligation bonds approved by 55% of those voting
in a local election.

In the June 1990 election, the voters of the State approved amendments to Article XIII A
permitting the State Legislature to extend the replacement dwelling provisions applicable to persons
over 55 to severely disabled homeowners for a replacement dwelling purchase or newly constructed on
or after June 5, 1990, and to exclude from the definition of “new construction” triggering reassessment
improvements to certain dwellings for the purpose of making the dwelling more accessible to severely
disabled persons. In the November 1990 election, the voters of the State approved an amendment of
Article XIII A to permit the State Legislature to exclude from the definition of “new construction™
seismic retrofitting improvements or improvements utilizing earthquake hazard mitigation technologies
constructed or installed in existing buildings after November 6, 1990. Since 1990, the voters have
approved several other minor exemptions from the reassessment provisions of Article XIII A.

Article XIII B of the California Constitution

Article XIII B of the California Constitution limits the annual appropriations of the State
and of any city, county, school district, authority or other political subdivision of the State to the level of
appropriations for the prior fiscal year, as adjusted for changes in the cost of living, population, and
services for which the fiscal responsibility is shifted to or from the governmental entity. The “base
year” for establishing this appropriations limit is Fiscal Year 1979 and the limit is adjusted annually to
reflect changes in population, consumer prices and certain increases or decreases in the cost of services
provided by these public agencies.’

Appropriations of an entity of local government subject to Article XIll B generally
include any authorizations to ‘expend-during a fiscal year the proceeds -of taxes levied by or for the
entity, exclusive of certain State subventions, refunds of taxes and benefit payments from retirement,
unemployment insurance and disability insurance funds. “Proceeds of Taxes™ include, but are not
limited to, all tax revenues, most State subventions and the proceeds to the local government entity from
(a) regulatory licenses, user charges, and user fees (to the extent that such proceeds exceed the cost
reasonably borme by such entity) and (b) the investment of tax revenues. Article XIII B provides that if
a governmental entity’s revenues in any year exceed the amounts permitted to be spent, the excess must
be returned by revising tax rates or fee schedules over the subsequent two years.
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Anicle XIII B does not limit the appropriation of money to pay debt service on
indebtedness existing or authorized as of January 1, 1979, or for bonded indebtedness approved
thereafter by a vote of the electors of the issuing entity at an election held for that purpose.

In the June 1990 clection, the volers of the State approved Proposition [11, which
amended the method of calculating State and local appropriations limits. Proposition 111 made several
changes to Article XIII ‘B, three of which are reflected in the City's annual computation of its
appropriation limit. First, the term “change in the cost of living” was redefined as the change in the
California per. capita personal income (“CPCPI") from the preceding year. Previously the lower of the
CPCPI or the United States Consumer Price Index was used. Second, the appropriations limit for the
fiscal year was recomputed by adjusting the Fiscal Year 1987 limit by the CPCPI for the three
subsequent years. Third, Proposition 111 excluded appropriation for “all qualified capital outlay
projects, as defined by the Legislature™ from the definition of “appropriations subject to limitation.”

Article XIII B allows voters to approve a temporary waiver of a government's Article
XHI B limit. Such a waiver is often referred to as a “Gann limit waiver.” The length of any such waiver
is_limited to four years. In June 1990, San Dicgo voters approved a four-year increase in the City's
Article XIIT B limit (for Fiscal Years 1992 through 1995). In the November 1994 election, San Dicgo
volers approved another four-year increase in the City's Article XIII B limit (for Fiscal Years 1996
through 1999). The Gann limit waiver does not provide any additional revenues to the City or allow the
City to finance additional services. The City’s appropriations limit for Fiscal Year 2002 was cstablished
at $603,258.862. It is estimated that the City will be under the Gann Limit by approximately $43.8
million. The impact of the appropriations limit on the City’s financial needs in the future is unknown.

Both Articles XIII A and XIII B, as well as Articles XIII C and XIII D described below,
werc adapted as measures that qualified for the ballot pursuant to California’s constitutional initiative
process. From time to time other initiative measures could be adopted, affecting the ability of the City
to increase revenues and 1o increase appropriations. '

Articles XIII C and XII1 D of the California Constitution

On November 5, 1996, the voters of the State approved Proposition 218, known as the
“Right to Vote on Taxes Act.” Proposition 218 added Articles XIII C and XIlII D to the California
Constitution, which contain a number of provisions affecting the ability of the City to levy and collect
both existing and future taxes, assessments, fees and charges. The interpretation and application of
certain provisions of Proposition 218 will ultimately be determined by the courts with respect o some of
the matters discussed below. It is not possible at this time to predict with certainty the future impact of
such interpretations. The provisions of Proposition 218, as so interpreted and applied, may affect the
City’s ability to raise revenues for certain programs and obligations.

Proposition 218 (Articte XIII C) requires that all new local taxes be submitted to the
electorate before they become effective. Taxes for general governmental purposes of the City require a
majority vole and taxes for specific purposes, even if deposited in the City's General Fund, require a
two-thirds vote. Further, any general purpose tax which the City imposed, extended or increased,
without voter approval, after December 31, 1994, may continue to be imposed only if approved by a
majorily vote in an election which must be held within two years of November 5, 1996. The City has
not so imposed, extended or increased any such taxes which are currently in effect.



Article XIII C also expressly extends the initiative power to give voters the power to
reduce or repeal local taxes, assessments, fees and charges, regardless of the date such taxes,
assessments, fees and charges were imposed. Article XIII C expands the initiative power to include
reducing or repealing assessments, fees, and charges, which had previously been considered
administrative rather than legislative matters and therefore beyond the initiative power. This extension
of the initiative power is not limited by the terms of Article XIII C to fees imposed after November 6,
1996 and absent other legal authority could result in the retroactive reduction in any existing taxes,
assessments, or fees and charges. In addition, certain -City Charter amendments, if effective, could
further constrain the City in this area. See “City Voter Initiatives” below.

The voter approval requirements of Proposition 218 reduce the flexibility of the City to
raise revenues for the General Fund, and no assurance can be given that the City will be able to impose,
extend or increase such taxes in the future to meet increased expenditure needs.

Proposition 218 (Article XIII D) also added several new provisions relating to how local
agencies may levy and maintain “assessments™ for municipal services and programs. These provisions
include, among other things, (i) a prohibition against assessments which exceed the reasonable cost of
the proportional special benefit conferred on a parcel, (ii) a requirement that the assessment must confer
a “special benefit,” as defined in Article XIII D, over and above any general benefits conferred, and (iii)
a majority protest procedure which involves the mailing of notice and a ballot to the record owner of
each affected parcel, a public hearing and the tabulation of ballots weighted according to-the
proportional financial obligation of the affected party. “Assessment” in Article XIII D is defined to
mean any levy or charge upon real property for a special benefit conferred upon the real property. This
definition applies to landscape and maintenance assessments for open space areas, street medians,
streetlights and parks. If the City is unable to continue to collect assessment revenues for a particular
program, the program might have to be curtailed and/or funded by the City's General Fund. Given the
approval requirements imposed by Proposition 218, the City is unable to predict whether it will be able
to continue to collect assessment revenues for these programs in light of Proposition 218. Since these
programs represent additional services, to the extent such assessment revenues cannot.be collected, the
City Manager would recommend to the City Council that such programs be curtailed rather than
supported with amounts in the General Fund. Based upon advice from the City Attorney, the City does
not believe that it would be obligated to maintain such programs from the General Fund. Through
October 1, 2001, the City has conducted 34 mail ballot assessment elections. of which all bul one were
approved by the property owners.

In addition, Proposition 218 (Article XIII D) added several provisions affecting “fees”
and “charges,” defined for purposes of Article XIII D to mean “any levy other than an ad valorem tax, a
special tax, or an assessment, imposed by a [local government] upon a parcel or upon a person as an
incident of property ownership, including a user fee or charge for a property related service.” All new
and existing property related fees and charges must conform to requirements prohibiting. among other
things, fees and charges which (i) generate revenues exceeding the funds required to provide the
property related service, (ii) are used for any purpose other than those for which the fees and charges are
imposed, (iii) are for a service not actually used by, or immediately available to, the owner of the
property in question, or (iv) are used for general governmental services, including police. fire or-library
services, where the service is available to the public at large in substantially the same manner as it is to
property owners. Depending on the interpretation of what constitutes a “property related fee™ under
Article XIII D, there could be future restrictions on the ability of the City’s General Fund to charge its
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enterprise funds for various services provided. Further. hefore any property related fee or charge may
be imposed or increased, written notice must be given to the record owner of cach parcel of land
affected by such fee or charge. The City must then hold a hearing upon the proposed imposition or
increase, and if written protests against the proposal are presented by a majority of the owners of the
identified parcels. the City may not impose or increase the fec or charge. Moreover, cxcept for fees or
charges for sewer, water and refuse collection scrvices, or fees for electrical and gas service. which are
not treated as “property related” for purposes of Article XTI D, no property related fee or charge may be
imposed or increased without majority approval by the property owners subject to the fee or charge or,
at the option of the local agency, two-thirds voter approval by the electorate residing in the affected
arca. The City has a number of enterprise funds which are self supporting from fees and charges that
may ultimately be determined to be property rclated for purposes of Article X1 D, c.g. the Sewer
Enterprise Fund and the Water Enterprise Fund. The fecs and charges of all City enterprise funds may
be determined w0 be fees and charges; subject to the initiative power referred to in Article X1 C, as
described below.  In the event that fees and charges cannot be appropriately increascd or are reduced
pursuant to exercise of the initiative power. the City may have to decide whether to support any
deficiencies in these enterprise funds with moneys from the General Fund or to cuntail service, or both.

In addition to the enterprise funds discussed above, the City's stormwater program is
funded with fees, which may ultimately be determined to be property related for purposes of Articles
X1l C and D. The City is a co-permittee under a National Pollution Discharge Elimination System
Permit ("NPDES Permit™) for its stormwater program. Pursuant to the NPDES Perimil. the City is
obligated to undertake substantial capital improvements and implement new operations and maintcnance
procedures for its stormwater program (“NPDES Permit Requirements™). At the present time. the City
is working on a plan of finance for such NPDES Permit Requirements. If the City is not able to increase
its stormwater fees to pay for the NPDES Permit Requirements, or if such fees are reduced pursuant to
the cxercise of the initiative power of Article X11I C, the City will have to identify a plan of finance for
same. Such plan of finance may include General Fund moneys not previously identificd.

Proposition 218 (Article X1II C) also removes many of the limitations on the initiative
power in matters of reducing or repealing any local tax, assessment, fee or charge. No assurance can be
given that the voters of the City will not, in the future, approve an initiative or initiatives which reduce
or repeal local taxes, assessments, fees or charges currently comprising a substantial part of the City’s
General Fund. “Assessments,” “fees™ and “charges” arc not defined in Article XIII C, and it is unclear
whether these terms are intended to have the same meanings for purposes of Article XIIT C as for Article
XIIT D described above. If not, the scope of the initiative power under Article XJII C potentially could
include any General Fund local tax, assessment, or fee not received from or imposed by the federal or
State government or derived from investment income.

Article XIITA Litigation

In June 1978, Article XHIA of the California Constitution was amended by Proposition

13 to limit, among other things, a County assessor's ability to adjust for inflation to 2% per year. (Sce
“Constitutional and Statutory Limitations on Taxes and Appropriations-Article XIIA of the California

Constitution™ discussed previously.) On November 2, 2001, an Orange County Superior Court ruled in
County of Orange v. Qrange County Assessment Appeals Board No. 3 (the “Orange County Litigation”)
that the Orange County Assessor raised a homeowner's assessment in violation of Article XINA by
increasing the assessment on the homeowner's property by more than 2% per ycar, when the
appreciation in prior years was less than 2% per year. Orange County raised assessments by more than
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2% in a single year if the value of a property remained flat aficr a taxpayer purchased the property, and
then increased by more than 2% in a subsequent year, A comparable claim to the one involved in the
Orange County Litigation by a landowner in the County of San Diego has been filed for the fiscal year .

2000-2001 propesty tax levy, and the landowner has at least three more years in which to prosecute this
claim further.

The City cannot predict the outcome of the Orange County Litigation, nor whether the
landowner whose claim was rejected by the County of San Diego Assessment Appeals Board will
further prosecute the claim against the County of San Diego. At this point in time, the Court’s ruling in
the Orange County Litigation applies only to the particular assessment involved in thié case. However, if
the Courl’s ruling is applied generally, the loss of tax revenues to communities could be significant.
Further, the City cannot predict the effect, if any, that the outcome of either the Orange County
Litigation or the further prosecution of the claim against the County of San Diego would have on
property tax revenues to be received by the City, although the effect would be adverse.

Statutory Spending Limitations

A statutory initiative (“Proposition 62™) was adopted by the voters of the State at the
November 4, 1986. General Election which (a) requires that any tax for general governmental purposes
imposed by local governmental entities be approved by resolution or ordinance adopted by two-thirds
vote of the governmental agency's legislative body and by a majority of the electorate of the
governmental entity, (b) requires that any special tax (defined as taxes levied for other than general
governmental purposes) imposed by a local governmental entity be approved by a two-thirds vote of the
voters within the jurisdiction, (c) restricts the use of revenues from a special tax to the purposes or for
the service for which the special tax is imposed, (d) prohibits the imposition of ad valorem taxes on real
property by ‘local governmental entities except as permitted by Article XIIl A. (e) prohibits the
imposition of transaction taxes and sales taxes on the sale of real property by local governmental
entities, and () requires that any tax imposed by a local governmental entity on or after March 1, 1985,
be ratified by a majority vote of the electorate within two years of the adoption of the initiative or be
terminated by November 15, 1988. The requirements imposed by Proposition 62 were upheld by the
California Supreme Court in Santa Clara County Local Transportation Authority v. Guardino, 11 Cal.
#4 220; 45 Cal.Rptr.2d 207 (1995).

The City believes that, notwithstanding the Guardine decision, the provisions of
Proposition 62 do not apply to charter cities. The extent of the apphcalmn of the decision to taxes
authorized prior to the date of the decision is also undecided.

Following the Santa Clara decision, several actions were filed challenging taxes imposed
by public agencies after the adoption of Proposition 62. On June 4, 2001, the California Supreme Court
rendered its opinion in Howard Jarvis Taxpayers Association v. City of La Habra, et al. (2001) 25 Cal.

~th 809 holding that an action brought in 1996 challenging the imposition of a 1992 utility users tax

imposed for general purpases, without voter approval, was not barred by a three (3) year statutory of
limitations period because the continued imposition and collection of the tax was an ongoing violation
upon which the statute of limitations period begins anew with each collection. However. the court noted
that the case did not concern bond issues or other governmental actions that, by state law, are made
subject to the accelerated validation procedures of Code of Civil Procedure sections 860 through 870.5.
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The Santa Clara decision did not decide the question of the applicabitity of Proposition
62 to charter cities such as the City. Two (2) cases decided by the California Courts of Appeals in 1993,
Ficlder v. City of Los Angeles (1993) 14 Cal. App. 4th 137 (rev. den. May 27, 1993), and Fisher v.
County of Alameda (1993) 20 Cal. App. 4th 120 (rev. den. Feb. 24, 1994). had held that Proposition
62°s restriction on property transfer taxes did not apply to charter cities hecause charter cities derive
their power to enact such taxes under Article X1, Scction S of the California Constitution relating to
public affairs.

Proposition 62, as an initiative statute, does not have the same level of authority as a
constitutional initiative. but is analogous to legislation adopted by the State Legistature. except that it
may be amended only by a vote of the State’s electoraic. However, Proposition 218, as a constitutional
amendment, is applicable to charter citics and supersedes many of the provisions of Proposition 62,

Since the cnactment of Proposition 62 in 1986, the City has instituted certain tax
increases, and pursuant to such increases has collected approximately $274.7 miltion through Junc 30,
2001. The City did not increasc existing taxes or impose new taxes during Fiscal Year 2001, or year-to-
date of Fiscal Year 2002,

While in the opinion of the City Attorney the provisions of Proposition 62 do not apply (o
charter cities, this position is being challenged by various groups in other jurisdictions and may be the
subject of future litigation. If ultimately found valid and applicable 1o charter citics, Proposition 62
could affect the ability of the City to continue the imposition of certain taxes, such as sales and transicnt
occupancy taxes. and may further restrict the City’s ability to raise revenue. :

LABOR RELATIONS

Most City employees are represented by one of four labor organizations. Curvently, the
American Federation of State and County Municipal Employees (Local 127) represents approximatcly
2.276 employces; The Municipal Employees Association (the “MEA™) and unrepresented employces
(who are a part of the MEA bargaining unit for contract purposes) represents approximaicly 4.935
employees: The Police Officers Association (the “POA™) represents approximately 2,073 employces;
and the International Association of Fircfighters (Local 145) represents approximately 991 employees.

Labor agreements are in placc with Local 127, MEA, and Local 145 through June 30.
2005. MEA and Local 127 will receive the following pay increases: 1% cffective December 2002, 2%
effective December 2003, 2% effective June 2004, 3 % effective December 2004, and 39 effective June
2005. Local 145 will receive the following pay increases: 19 cffective July 2002, 2% cffective July
2003, 2% effective December 2003, 4% cffective July 2004, and 2% effective December 2004. In
addition to increases in paid compensation, MEA, Local 127, and Local 145 will also receive increases
in the amount of employee retirement contributions paid by the City on behalf of the employees.
Including these retirement benefit increases. over the three-year period of the labor agreements total
compensation will increase by 12.6% for MEA and Local 127, and by 15.7% for Local '145.

A labor agreement with POA is in place through June 30. 2003. POA will rcceive a 2%

increase effective July 2002. The POA will also receive a 1.7% increasc in retirement compensation
ctfective July 2002.
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PENSION PLAN

All benefited City employees participate with the full-time employees of the San Diego
Unified Port District (the “District™) in the City Employees® Retirement System (“CERS"). CERS is a
public employee retirement system that acts as a common investment and administrative agent for the
City and the District. Through various benefit plans, CERS provides retirement benefits to all general,
safety (police and fire), and legislative members. :

The CERS plans are structured as defined benefit plans in which benefits are based on
salary, length of service, and age. City employees are required to contribute a percentage of their annual
salary to CERS. State legislation requires the City to contribute to CERS at rates determined by
actuarial valuations.

The City’s last actuarial valuation dated June 30; 2000 stated the funding ratio (Valuatiop
of Assets available for Bencﬁw to- Total-Actuarial-Accrmed. Eiability):-of the CERS fund to be 97.3%.
The CERS fund has an Unfunded-Actuariak-Accrued: Liability-«(UAA L) £:$68.959 million-as of June-30,
2000. The UAAL is thediffererice between total actuarial-accrued liabilities of $2.528 billion and-assets
allocated to.funding- of-$2.459 billion. The UAAL is amortized over a 30-year period, which started
July 1, 1991, with each year’s amortization payment reflected as a portion of the percentage of payroll
representing the employer’s contribution rate. As of June 30, 2000, there were 21 years remaining in the
amortization period.

The CERS Retirement Board has received the Actuary's report on the results of the
actuarial valuation for the year ended June 30, 2001. In that report, the new UAAL as of June 30, 2001,
is $283.89 million. That reflects actuarial accrued Hlabilities of $2.809 billion and assets allocated to
funding of $2.526 billion. The assumptions and calculations made in the June 30, 2001, actuarial
valuation are subject to review, approval, or revisions by the Retirement Board. Therefore, the UAAL
as of June 30, 2001, may change.

INSURANCE, CLAIMS, AND LITIGATION

Workers’ Compensation And Long-Term Disability

The City is self-insured for Workers’ Compensation and Long-term Disability. The
City’s self-insured liability for Workers' Compensation and Long-term Disability is accounted for in the
Self Insurance Fund. The Self Insurance Fund for Workers' Compensation and Long-Term Disability is
supported by contributions from each of the City’s operating funds. These contributions are determined
by multiplying an annually established rate by the gross salaries payable from each of the City’s
operating funds. As of June 30, 2001, there is a fund equity deficit in the Self Insurance Fund of
approximately $29,281,000. It is anticipated that individual claim settlements will be funded through
participating operating fund contributions subsequent to the filing of a claim and prior to its settlement.

Employee Group Health Insurance

Employee Group Health coverage is provided to employees and retirees by third party
group health insurance carriers through an annual “cafeteria plan™ selection process.
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Public Liability Insurance

The City carries public liability insurance in the amount of $54 million in excess of the
City’s $1 million self-insured retention. This means that the City may pay up to the first $1 million in
any one insured public liability loss and that insured losses above $1 million and up to $54 million are
paid by the City's public liability insurance. The City's public liability insurance is purchased in layers,
jointly with a number of counties in the California State Association of Counties — Excess Insurance
Authority ("CSAC-ETA™), however, there is no sharing of policy limits with other members of CSAC-
EIA for public liability claims. The City budgets for public liability claims on an annual basis. The

City has incurred total annual liability claims and liability insurance premium payments as shown below
in Table 18.

Table 18
CITY OF SAN DIEGO
LIABILITY CLAIMS™ AND PREMIUMS
Fiscal Years ended June 30, 1997 through 2001

Liability Claims Expenses * Liability Premium
Fiscal Year and Scttement Costs Payments
1997 $ 7.228.465 S1.575.162
1998 9.970.097 1.200.474
1999 7.202.644 1.103.009
2000 9.639.750 1.105.678
2001 13.394.697 - 1071330

(1) The City's portion of scttiement and investigation expenses for third party public liability claims. and other litigation
expenses. '

Source: City of San Dicgo, Risk Management

Property Insurance

The City participates in the joint purchase of property insurance including rental
interruption and flood insurance through the CSAC-ETA pool; this does not include Earthquake
insurance. This joint purchase of the City's “all risk™ property insurance, insuring approximately $2
billion of City property, provides coverage for loss to City property up to approximately $400 million
per occurrence, with a $25,000 deductible. This limit of insurance includes coverage for rental
interruption for lease financed locations. The City also carries boiler and machinery coverage. There is
no sharing of limits among the City and member counties of the CSAC-EIA- pool. unless the City and
member counties are mutually subject to the same loss. Limits and coverages may be adjusted
periodically in response to requirements of bond financed projects and in response to changes in the
insurance marketplace.

The City’s “all risk™ property insurance policy effective March 31, 2002, through March
31,2003, will cost approximately $4.5 million. This represents an increase of 250% from the prior year,
due 1o several factors including the events of September 11, 2001,

Earthquake Insurance

Earthquake coverage is provided for the City Hall building and certain City lease
financed locations in the amount of $75 million. including coverage for rental interruption caused by
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Earthquake. Earthquake coverage is subject to the greater-of a 5% or $50.000 per unit deductible,
effective through March 31, 2002. The City's earthquake coverage is purchased jointly and shared with
the member counties in the CSAC-EIA pool. Due to the potential for geographically concentrated
earthquake losses, the CSAC-EIA pool is geographically diverse to minimize any potential sharing of
coverage in the case of an earthquake. Depending upon the availability and affordability of such
earthquake insurance, the City may elect not to purchase such coverage in the future, or the City may
elect to increase the deductible or reduce the coverage from present levels.

Employee Dishonesty and Faithful Performance Insurance

The City is a public agency subject to liability for the dishonest acts, and negligent acts
. or omissions of its officers and employees acting within the scope of their duty (“employee dishonesty”
and “faithful performance™). The City participates in the joint purchase of insurance covering employee
dishonesty and faithful performance through the CSAC-EIA pool. ' Coverage is provided in the amount
of $10 million per occurrence subject to a $25,000 deductible.

LITIGATION POTENTIALLY ADVERSELY AFFECTING
THE GENERAL FUNDS OF THE CITY

"No Pending Litigation

There is no litigation against the City pending or, to the knowledge of the officers of the
City, threatened, in any court or other tribunal of competent jurisdiction, state or federal. in any way (i)
restraining or enjoining the issuance, sale or delivery of any of the Notes; (ii) questioning or affecting
the validity of the Notes; or (iii) questioning or affecting the validity of any of the proceedings for the
authorization, salé, execution or delivery of the Notes. To the knowledge of the City and the City
Attorney, there are pending against the City lawsuits and claims arising in the ordinary course of the
City's activities which, taken individually or in the aggregate, could materially affect the City's finances.
However, taking into account insurance and self-insurance reserves expected to be available to pay
liabilities arising from such actions, the City does not expect any or all of such claims to have a material
adverse effect on its ability to repay the Notes when due.

De La Fuente Border Business Park v. City of San Diego

On January 2, 2001, a San Diego County Superior Court jury returned a special verdict in
the amount of $94.5 million against the City. The jury award consisted of three parts: $29.2 million for
breach of a development agreement; $25.5 million for inverse condemnation relating to planning of a
regional airport; and, $39.8 million for inverse condemnation relating to excessive traffic. Claims for
interest, costs, and attorneys® fees could bring the total judgment to more than $200.0 million.

The lawsuit arises out of a 1986 development agreement (the “Development
‘Agreement””) between the City and Border Business Park, Inc., relating to the development of a 312-acre
industrial park in Otay Mesa, a community within the boundaries of the City and just north of the United
States-Mexican border. Plaintiff alleges the City engaged in a pattern of conduct aimed at thwarting the
developer’s rights under the Development Agreement, which resulted in breaches of the Development
Agreement and unconstitutional “takings” of private property for public use. Specifically, plaintiff
claimed the City “took™ plaintiff's property by: (i) publicly discussing a proposal to build an
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international airport in the Otay Mesa region; and (ii) diverting commercial truck traffic onto public
streets adjacent to plaintiff’s property.

The specific breaches of the Development Agreement alleged in the lawsuit include:
changes in city-wide construction standards; denials of conditional use permits; delays in permit
processing: imposition of Housing Trust Funpd Fees; diversion of Development Impact Fees; and the
mismanagement of adjacent City-owned property. The disclosure of plans for a new regional airport,
and the diversion of border-bound traffic, which were the bases for the inverse condemnation awards,
werc also alleged as contract breaches.

Following the special verdict but before entry of the judgment, the trial judge disqualified
himself from further proceedings in the case for allegedly failing to disclose personal relationships with
onc of the plaintiff’s attomeys. The case was transferred 10 another judge outside of San Dicgo County
who will sit for all purposes, including a new trial.

The City has retained two law firms to represent it in post (rial motions and any appeals.
Such motions and potential appeals pertain to the validity of the disqualified trial judge's pre-trial and
trial rulings, and the validity of the underlying verdict.

As the result of a recent hearing on the City’s post-trial motions before the newly
assigned judge. the judge reduced the plaintiff’s pre-judgment interest claim from $144.0 million to
about $26.0 million. The court subsequently entered judgment on the verdict amount ($94.5 million),
plus the pre-judgment interest for a total of $119.0 million.

In addition, the court has denied the City’s motion for judgment notwithstanding the
verdict and motion 1o set aside the verdict on the grounds of fraud. It did, however, grant the City a
complete new trial on one legal theory, a contract claim, and set aside award of the damages on that
theory (in the amount of $29.2 million of the $94.5 million). The court also found the contract claim
largely barred by the time limits in the Government Claims Act.

The court denied the City a new trial on the remaining claims in the case for inverse
condemnation, relating to the airport study and truck routing, finding that he needed to defer to the
original judge on these matters. This has the effect of leaving in place. $65.3 million in inverse
condemnation damages, plus approximately $26.0 million in pre-judgment interest. The total judgment,
including pre-judgment interest, is currently approximately $91.3 million. Appellate counsel for the
City has advised that the City should have no obligation to pay these amounts until the appeal is
concluded, which will take at least eighteen months to two years. The City will also be responsible for
any post-trial interest, which will accrue at the rate of approximately 5.7% per annum, until any
judgment is paid.

The City believes that a significant portion of its defense costs—both retroactive to the
: exhaustion of the self-insured retention of $1.0 million and prospectively through appeal— will be paid
in large part by one or more of the City's insurers. The City may have some coverage for damages
under its policies of insurance but the amount and scope of the coverage is not presently known. A
number of insurers whose policies may cover defense costs and any judgment have challenged the
applicability of their policies. Please see “Insurance Coverage [ssues” below.

A-34



Despite the denial of certain of the post-trial motions, the City believes it has sound legal
theories for its appeal; however, no assyrance can be given that the City’s pursuit of this challenge will
be successful. In the event that the City is not successful on appeal, and on retrial. if any, the judgment,
including any interest, will have to be paid from the City's treasury, most likely over a period of ten
years with additional interest during that period, to the extent that there is not insurance coverage or a
shortfall in coverage.

Because there is no final judgment at this time, given the court’s partial grant of the
City’s new trial motion, the City has not included in its budget for the 2002-2003 Fiscal Year any
moneys for the payment of any judgment in this case.

On November 7, 2001, the plaintiff filed a motion with the trial court asking that the City
deposit in trust into the court, the full judgment amount of $92.4 million which includes some post-
Jjudgment interest, pending the City's appeal. The court denied the plaintiff’s motion. Litigation counsel
has advised that if plaintiff seeks discretionary review of the denial of the motion for deposit. the
plaintiff must have done so within approximately sixty days after entry of the order on November 19,
2001. As of the date hereof, no such discretionary review has been sought.

Insurance Coverage Issaes

On April 9, 2002, three of the City's general liability insurers filed a federal court lawsuit
against the City in the Southern District of California, Insurance Company of the State of Pennsylvania,
et al. v. City of San Diego, Case No. 02 CV 0693 JM (RBB). These insurers provide coverage to the
City for the years 1991 10 2001, and they collectively insure the City for policy limits of $25 million per
occurrence per year (less the City's self-insured retention, which ranges from $1 million to $3 million).
The insurers’ lawsuit seeks-a declaration that the insurers are not obligated to defend or indemnify the
City for any liability it may suffer in the De La Fuente matter.

The City's other two liability insurers did not join in this lawsuit, although they are not
precluded from joining in this lawsuit or filing a separate lawsuit. The non-suing liability insurers
issued coverage to the City for the 1990-91 policy year. with collective limits of $17 million per
occuirence. One of them (with policy limits of $2 million per occurrence) has indicated by letter to
outside counsel that it will accept coverage for one occurrence. while reserving its rights to dispute that
there is more than one occurrence. :

The suing insurers are disputing coverage on the ground that the City allegedly provided
late notice of the claims against it, and based upon alleged policy exclusions for breach of contract and
inverse condemnation claims. Although one suing insurer has been paying a significant portion of the
City’s defense costs in the De La Fuente matter to date (about 60%), and has orally agreed to continue
defending despite filing the coverage lawsuit, that insurer seeks to be relieved of the defense obligation
by court order. If the insurers were to prevail on this complaint, the City would lose insurance coverage
for its future attorneys' fees and costs incurred in defending the De La Fuente matter. and for any
damages ultimately awarded in those cases, from these insurers. In the opinion of outside counsel, the
City would not owe any damages to the insurance companies, even if it josi coverage. except in the
unlikely event that the Court ordered the City to reimburse suing insurer(s) for past defense costs it has
paid to the City. '
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On May 7. 2002, the City filed an answer and counterclaim in the lawsuit.  The City
secks a determination that a suing insurer is obligated to defend the City in the De La Fuente matter. In
addition, the City secks to recover damages for breach of contract and bad faith. However, no
prediction can be made as to the outcome of this litigation.

City Voter Initiatives

An initiative proposing an amendment to the San Diego City Charter was submitied to
the City voters at the election on the March 5, 2002. This' initiative appcared on the ballot as
Proposition E. The initiative asked the voters whether the City Charter should be amended to require
that any increase in an cxisting gencral tax or imposition of any new general tax be levied by the City
Council only il the proposed levy has been approved by a two-thirds vote of the qualified electors voting
on the proposed tax measure.

At that same election, another proposition was submitted to the voters for consideration.
This proposition. Proposition F. asked the voters whether the City Charter should be amended to require
that. in order to be adopted or effective, any City Charter amendment, ballot proposal. initiative, statute,
law. or regulation requiring a greater than simple majority vote of the electorate, and which is proposed
to be adopted on or after the date of this election, must be adopted by the same proportionate vote of the
clectorate. In cffect, the adoption of this proposition would require that Proposition E would have to be
appraved by a two-thirds vote of the qualified electors voting in the March 5, 2002 election.

Proposition E was approved by 54.4% and Proposition F was approved by 50.3% ol the
voters in the March 5, 2002 election. Having received a majority vote. Proposition F was adopted.
Proposition E, however, by the terms of’ Praposition F, was not adopted.

There have been two cases filed challenging the results of the March 5, 2002 clection
pertaining to Propositions E and F. Teyssier v. City of San Diego, et. al. and Howard Jarvis Taxpayers
Association v. City of San Diego et. al.. Both actions seck declaratory retief contending that Proposition
F is unconstitutional. In addition, Teyssier seeks a writ of mandate directing the City to certify and
record the adoption of Proposition E. Both matters allege (i) that Proposition F is preempted by the
California Constitution, (ii) that it cannot affect an election held prior to its effective date, and (iii) that
Proposition F, having received fewer votes than Proposmon E, an alleged conflicting measure on the
~ same ballot, should have been defeated.

The City believes that it will either prevail in the litigation or that if Proposition F fails.
Proposition E will fail on the same grounds. Regardless of the outcome of the litigation, these lawsuits
are unlikely to have any impact to the City’s budget or revenue for Fiscal Year 2003, because they relate
only to new or increased taxes. The City's proposcd budget for Fiscal Year 2003 includes no projected
revenues from any such tax enhancing measures.

Other Litigation and Claims

In February 2002, the Public Facilities Financing Authority of the City of San Diego
issued lease revenue bonds in the aggregate principal amount of $169.685.000 (the “Ballpark Bonds™)
for the construction of a state of the art baseball park. The ballpark project has been the subject of a
variety of litigation. There arc two actions pending in which alleged conflicts of intcrest of a fowcr
City Council member are addressed. The first of these actions is Skane v. City of San Diego (San Diego
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County Superior Court, Case No. GIC 752505), a taxpayers lawsuit, and the second is City of Sun

Diego, et al. v. All Persons Interested (San Diego County Superior Court, Case No. GIC 763487), a
~ validation action brought by the City. A third action, Simmons v. Citv of San Diego. et al. (San Diego
County Superior Court. Case No. GIC 779299), is a purported “reverse™ validation and a “citizen
resident action™ brought against the City, the Public Facilities Financing Authority of the City of San
Diego and others. On February 8, 2002, the City obtained a validation action judgment from the trial
court in the Simmons matter. Simmons filed an appeal from the judgment against him. and that appeal is
in process in the appellate court. The legal opinions delivered in connection with the Ballpark Bonds
were qualified in certain respects. The validity of the Ballpark Bonds in light of the above mentioned
actions remains undecided. Ballpark Bonds are payable from lease payments charged against the
General Fund. The City cannot predict the outcome of the litigation or the impact of the litigation on the
General Fund. If the validity of the Ballpark Bonds is overturned. it is possible that claims by other
parties related to the Ballpark Bonds could be made which may potentially involve expense to the
General Fund.

On March 29, 2002, Brown Field Aviation Park, LLC (“BFAP™), filed a claim seeking
damages in excess of $120 million, asserting that the City breached a Memorandum of Understanding
regarding BFAP’s exclusive right (0 negotiate its proposal to lease Brown Field and redevelop it. BFAP
contends that when the City did not allow them to present their project to City Council the City failed to
perform its contractual obligations and denied BFAP its contractual rights and a proper hearing. The
City believes that BFAP’s claim is without merit. The City is in the process of denying the claim.
BFAP will have six months from the date of denial to file a complaint. The City cannot predict whether
litigation may be filed, the outcome of the litigation or the impact of the litigation, if any. on the General
Fund. If litigation is filed. and is successful, such litigation may potentially involve expense to the
General Fund. '

INVESTMENT OF FUNDS

The Treasurer of the City of San Diego, in accordance with the Charter of the City of San
Diego. is responsible for investing the unexpended cash in the Treasurer's pooled operating investment
fund (the "Investment Pool” or the "City Pool"). Responsibility for the daily investment of funds in the
City Pool is delegated to the City's Chief Investment Officer. The City is the only participant in the City
Pool; there are no other City Pool participants either voluntary or involuntary. The investment
objectives of the City Pool are preservation of capital, liquidity and return.

Oversight and Reporting Requirements

The City Treasurer provides an investment report on a monthly basis 1o the City
Managet, the City Auditor and Comptrolier and the City Council and annually presents a statement of
investment policy (the "Investment Guidelines") to the City Manager, the City Council and the City
Manager's Investment Advisory Commitiee. The Investment Advisory Committee was established in
1990 and is comprised of the City Auditor and Comptroller. a Deputy City Manager and three
- investment professionals from the private secior. The Committee is charged with oversight
responsibility 10 review on an ongoing basis the Investment Guidelines and practices of the City
Treasurer and recommend changes. Investments in the Cily Pool are audited by an independent firm of
certilied public accountants as part of the overall audit of the City's financial statements.



The City's investment section uses omtside services o provide investment portfolio
valuations and accounting and reporting services.  The service provides monthly portfolio valuation,
investment performance statistics and other statistical security reports, which are distributed to the City
Treasurer accounting section and the City  Auditor and Comptroller's office for review and
reconciliation.  The City Treasury accounting section prepares a serics of monthly reposts. which
includes portfolio market valuation, and distributes these to the Mayor, City Council, City Manager and
other officials,

Authorized Investments

lnvestments in the City Pool arc governed by State law and further restricted by the
City’s Investment Guidelines. The Guidelines have been written with safety of principal being the
foremost objective.  Permitted investments include U.S. Treasury sccuritics. U.S. Agency sceuritics.
corporate medium term notes. money market instruments and the Local Agency Investment Fund
(California State Pool). Reverse repurchase agreements (“reverse repos®) are restricted to 20% of the
base valuc of the portfolio and are governed by various maturity restrictions as well,  The main
operating funds of the City are being managed in two scparate portfolios. In its management of the
"Liquidity" portfolio, comprising about 35% of total funds, the City invests in a variety of debt
securitics with maturities ranging from onc day to onc year. The remaining 65% of funds arc managed
in a scparate “Core” porifolio that consists of a variety of debt securitics ranging from onc day to five
years: performance is measured against the Merrill Lynch 1 to 3 year U.S. Treasury Index. Salety of
principal and liquidity are the paramount considerations in the management of both portfolios.

The Pool docs not engage in securitics lending transactions. As per i review of archived
documents from April 1999 to present, the City’s pooled investment fund has not had any investments in
any sccuritics issued by PG&E, SDG&E, Southern California Edison or Enron.

Pool Liquidity and Other Characteristics

The City Pool (including both the “Liguidity” and the “Core™ portfolios) is highly liguid.
As of March 31, 2002, approximately 109 of the pool investments mature within 61 days, 14% within
91 days and 25% within 183 days (on a cumulative basis). As of March 31, 2002, the Pool had a
weighted average maturity of 1.55 years (565 days) and its weighted yield was 3.76%. For purposcs of
calculating weighted average maturity, the City Treasurer (rcats investments in the State-wide Local
Ageney Investment Fund (California State Pool) as maturing within onc day. The Liquidity portfolio
had a duration of 0.37 years and the Core portlolio had a duration of 1.73 years as of March 31, 2002.
Duration is a measurc of the pricc volatility of the portfolio and refiects an estimate of the prajected
increase or decrease in the value of the portfolio based upon a decrease or increase in interest rates.
Accordingly. the Liquidity portfolio should decrcasc in market value by 0.37% for every 1% increase in
market interest rates while the Core portfolio should decrease in market value by 1.73% for every 1%
increase in market interest rates. The City Pool's composition is designed with a goal of having
sufficicnt liquid funds available to meet disbursement requirements. The composition and value of
investments under management in the City's Investment Pool will vary from time to time depending on
cash flow needs of the City, maturity or sale of investments, purchase of new securities, and fluctuations
in interest rates.
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. Table 19
CITY OF SAN DIEGO POOLED OPERATING INVESTMENT FUND*"'

at March 31, 2002
(Unaudited)

Percent of
Investment Instryment Book Value Market Value Total '
U.S. Treasury Bills and Notes $ 666,814,570 $ 657.035.161 50.07%
Fedéral Agency Securities 450,263,769 454.855.391 33.81
Medium Term Notes (Corporate) ! 155.406,78 ) 154.462.556 11.67
Money Market Instruments ¥ 46,397.957 46.400.000 348
Local Agency Investment Fund 13,004,527 13.004.527 0.97
NET ASSETS $1,331.887.604 $1.325.757.637 100.00%

(1) Based on Book Value.

{2) These notes consist of both fixed & floating interest rate securities. The notes with floating intcrest rates are reset at
intervals ranging from one day to three months,

(3) These securities consist of commercial paper, negotiable certificates of deposit, term and overnight rcpurchase
agreements, banker's acceptances, bank notes and/or thrift notes.

Source: City of San Dicgo, Office of the City Treasurer

Derivatives

As of March 31, 2002, and at least since October 14, 1997, the City's Investment Pool has
had no assets invested in structured notes or derivatives prohibited in California Government Code
53601. As of March 31, 2002, the City has $7.1 million invested in a simple step-up security purchased
on November 9, 2001. The City Treasurer defines a derivative as a financial instrument whose value is
derived from an underlying asset, price, index or rate, e.g., options, futures or interest rate swaps. A
structured note is an investment instrument that can contain within its structure various combinations of
derivatives such as imbedded calls and interest rate swaps that will offer returns to an investor within a
defined set of parameters and interest rate scenarios, e.g., step-ups, multiple-indexed notes, inverse
floaters or leveraged constant maturity notes. The City Treasurer does not define fixed rae notes,
debentures with call features or single index non-leveraged floating rate notes. e.g. monthly LIBOR plus
or minus a spread, as structured notes. The City Treasurer limits structured notes eligible for purchase
to those investments which, at the time of purchase, have no risk of principal loss if held to maturity and
offer an estimated return at purchase that exceeds the return on a comparable fixed term investment in
the judgment of the City's Investment Officer. The City Treasurer does not allow the purchase of
securities that have a negative amortization of principal. In addition. California law prohibits the
purchase by local governments of inverse floaters, range notes or interest only strips derived from pools
of mortgages,

Reverse Repurchase Agreements

A reverse repo is a transaction in which the City Pool sells a security and concurrently
agrees (o buy it back from the same party at a later date for a price that includes an interest component
for the City Pool's use of the money. Although the City from time lo time uses reverse repos, as of
March 31, 2002, and since September 18, 1996, the City has had no reverse repos in the City Pool. The
Investment Guidelines require that all proceeds of a reverse repo be reinvested in securities whose
maturity date or coupon reset date match the maturity of the reverse repo. The Investment Guidelines
limit the use of reverse repurchase agreements to 20% of the base value of the City Pool. The City's



reverse repo program is monitored daily and reported monthly, as described above under "Oversight and
Reporting Requirements”.

BONDED AND OTHER INDEBTEDNESS

General

The City has never failed to pay principal of or interest on any of its dcbts or lease
obligations when due. The City has issued bonds or entered into installment purchase contracts secured
by and payable out of loans and installment sale contracts, in order to provide conduit financing for
single and multi-family housing. industrial development, and 501 (c) (3) non-profit corporations. These
bonds and certificates of participation are not sccured by City general funds or revenues.

Long-Term QObligations

As of June 30, 2001, the City had $63,595.000 aggregate principal amount of long-term
general obligation bonded indebtedness outstanding and $388,475.000 aggregate principal amount of
long-term general fund lease obligations outstanding. The City's general obligation bond ratings arc
AAA (Fitch Ratings). Aal (Moody's Investors Services) and AA (Standard & Poor’s).

The following table is a schedule. by years, of principal and interest payments required (o
be made by the City or its oversight entitics with respect to future obligations, as of June 30. 2001.

Table 20
CITY OF SAN DIEGO
GENERAL OBLIGATION AND GENERAL FUND LEASE OBLIGATIONS
As of June 30, 2001
(in thousands)
General General Total
Fiscal Year Obligation Fund Lease Principal and
Ending June 30 Bonds Obligations Interest Payable
2002 9.268 37.238. 46.506
2003 : 9.395 35.244 44,639
2004 9.525 15.288 44,813
2005 9.645 35.359 45.004
2006 ) 9.777 32815 42,592
Thereafier ' 36,260 . 508,156 544,416
Subiotal 83.870 684.100 767.970
Less Interest Portion (20,275) (295,625) (315.900)
Total Principal Portion $63.5935 $388.475 2452070
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The following provides a summary list of outstanding general obligation bonds and
General Fund lease commitments as of June 30, 2001.

Principal

Outstanding
Gencral Obligation Bonds (in 000’s)
1994 - Open Space Park Facility District Refunding $45.520
199] - Public Safety Communications 18,075
Total Principal of General Obligation Bonds $61,595
General Fund Lease Commitments
Certificates of Participation
1993 - Balboa Park/Mission Bay Park Capital Improvements $21.040
1996A — Balboa Park/Mission Bay Park Capital Improvements 26975
1996B - Balboa Park/Mission Bay Park Capital Improvements Refunding 10.720
1991 — Misdemeanor Pre-arraignment Detention Facility/Wackenhut 1.900
Lease Revenue Bonds
1993 - City/MTDB Authority for Old Town Trolley Extension 16,430
1994 - City/MTDB Authority Refunding - Police CIP and Bayside Extension 40,505
1996 — Stadium Improvcments 65.905
1998 - Convention Center Expansion Authority 205,000
Total Principal of General Fund Lease Commitments $388.475

Source: City of San Diego. Auditor and Comptroller
Recent Financings

Since June 30, 2001, the Public Facilities Financing Authority of the City of San Diego
has issued $169.7 million in Lease Revenue Bonds 1o fund the City's contribution to the Balipark and
Redevelopment Project. The central element of the Ballpark and Redevelopment Project is a new state-
of-the-art baseball park to be used for San Diego Padres baseball games, and other events such’ as
concerts, public gatherings, and convention related activities. The project also includes a public park, a
-sports oriented retail and entertainment center, associated parking, and infrastructure improvements.

Proposed Additional General Fund Lease Commitments

From time to time the City issues debt to fund various capital improvements and projects.
1n June 2002, the City intends to issue approximately $25.1 million in general fund obligations to fund
the rehabilitation and construction of fire stations and life safety facilities throughout the City. The total
project cost is estimated at approximately $45.1 million, including $10.9 million for life safety
improvements and $34.2 for fire improvements. Additional funding is expected to come from bond
proceeds in future fiscal years. On April 16, 2002, the San Diego City Council approved the overall

financing plan for the fire and life safety facilities and authorized an ordinance to issue bonds for the
project.

Short-Term Borrowings

The City has issued tax anticipation notes since the mid-1960"s (except for Fiscal Year
1979) in anticipation of receipt of taxes and other General Fund revenues. The following table presents
a 10-year history of the City's short-term borrowings:
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Table 21
CITY OF SAN DIEGO
SHORT-TERM BORROWINGS
Fiscal Years Ended June 30, 1993 through May 1, 2002

Fiscal Year Ended

June 30 Principal Amount
1993 $102.000.000
1994 ) 100,500.000
1995 68.000.000
1996 53.000.000
1997 73,500,000
1998 82.000,000
1999 88.500.000
2000 99,500,000
2001 77.000,000
2002 73.000,000

Source: City of San Diego. Auditor and Comptroller

Prior Years’ Defeasance of Debt

In prior years, the City, the San Diego Stadium Authority, the Redevelopment Agency.
and the Facilities and Equipment Leasing Corporation defeased certain General Fund obligations by
placing the proceeds of refunding bonds in an irrevocable trust to provide for all future debt service
payments on the old bonds, through certain applicable redemption dates or maturity. Accordingly, the
trust account assets and the liability for the defeased bonds are not included in the City’s financial
statements. As of June 30, 2001, $68.090,000 of defeased bonds are still held by investors.

Operating Lease Commitments

The City has entered into various General Fund lease arrangements under which the City
must make annual payments to occupy buildings necessary for City operations. The table below is a
schedule by years of future minimum rental payments required under such leases entered into by the
City that have initial or remaining noncancellable lease terms in excess of one year, as of June 30, 2001.
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Table 22
CITY OF SAN DIEGO
FUTURE MINIMUM RENTAL PAYMENTS
GENERAL FUND OPERATING LEASE COMMITMENTS

Fiscal Year Ending June 30 Rent Payuble
2002 $ 5913218
2003 T 4.924.290
2004 2.057.269
2005 1.858.148
2006 1.843.504
Thercafter 14.177.597
Total Minimum Payments $30.774.086

Source: City of Sun Dicgo, Auditor and Comptroller and Real Estate Assets Department

Overlapping Debt and Debt Ratjos

Table 23 presents a statement of direct and overlapping bonded debt of the City as of
October 1, 2001. Revenue bonds, tax allocation bonds and special assessment bonds are not included in

the tabulation; lease revenue obligations payable from the City’s General Fund or equivalent sources are
included.

The City contains numerous school districts and special purpose districts, such as for
water and sanitation. many of which have issued general obligation bonds. Some of the issues may be
payable from self-supporting enterprises or revenue sources other than property taxation.

The City periodically issues special assessment or Community Facilities District Mello-
Roos bonds on behalf of petitioning developers or citizens when the City determines that the public
facilities to be financed are of a defined extraordinary benefit to the City. These bonds are secured by
property owner assessments or special taxes. As of June 30, 2001, there were six 1915 Act District
bond issues with aggregate outstanding principal of $47,167.000 and two Community Facilities District
{Mello-Roos) bond issues with outstanding principal of $116,830.000. In order to take advantage of a
favorable interest rate environment, in February 1999, seven 1915 Act assessment districts were
consolidated into one reassessment district through the issuance of lien refunding revenue bonds under
the Marks-Roos Bond Local Pooling Act of 1985. Before this refunding, all seven 1915 Act assessment
districts had outstanding bonds issued between 1987 and 1992. As of June 30, 2001, there was
$33,785.000 in outstanding Marks-Roos revenue bonds associated with this refunding.

The reserve funds for each of the City’s outstanding 1915 Act District and Commuaity
Facilities District bond issues were fully funded as of June 30, 2001. Although the City is not in any
way obligated to make debt service payments for either 1915 Act or Community Facilities District bond
issues. the City has in the past taken proactive measures to protect bondholders.
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Table 23

CITY OF SAN DIEGO

STATEMENT OF DIRECT AND OVERLAPPING BONDED DEBT

as of June 1, 2002

2001 42 Assesed A atuation: NN, O3S0 UANEE
Rodevelopinent fncrenental Valiaion: © S,
Adinted Assessed Vahiation: WLITSSLIIN

DIRFCT ANDOVERLAPPING TAX AND ASSESSMENT DERT

San Dicge Connry Water \ithority

Metteepeitan Wates Distried

Svnthwestenn Conmnuniny Colfege Disrict

San Do Eaicd School Deasic)

San ez Unified Schoal District Lease Tas Obligatiom

Swevtinter Unnon High Sebool v

San Y sishre Schwud Disrict

hher Phgh Sclnae and Sctoal Prstnets

City of Sun Dicgo

Nun Diego Open Spuce Park Facilities Disteict No, |

City ot San Dicgoe Commumnity Fucitities Disgrict No, 1

City v San Dicgo Commuiny Facilities Districs No. 20 Improsenwat Arcs Nos. Land 3

City of San Dicgo 113 Act Boads

Nowth Uity West Sehual Dintrict Conmunity Facilities Divirict

Poway Unified Schoul District Community Facitities Datrict No. 1 and 18

San Dicgoite Union High School District Community Eacifities District No, 95-§

Sweetwater Union High Schoot District Commupnity Macilivies Iistrices

Other Spocial Distict 1915 Acy Boada
TTAL GROSS DIRECT AND OVERLAPPING TAX AND ASSLSSMENT DERT

Lesa San Diegn Open Space Park Facilities District No. | (100% seilf-supporting)

TOTALNEC DIRFCT ANDR OVERLAPPING TAX AN ASSESSMENT DEBT

CTAND OVERLAPPING G Al
Kan Piega County Geoeral Fund Obligations
San Diego County Peavion Obhigations

" Sam Diego Superintendent of Schooks Certiheaes of Pasiicipation
Sun Diego Conmmnity College District Generat Fund Obligations
San Picga Unified School District Cenificates of Panticipation
Sweeowater Union High Schond District Cenificanes of Panicipation
Det Mur Paon School Ihsidict Centificates of Pasticiption
Sant Vaidas Schowd District Centificates of Participation
Sauath Bay Ugion School District Ceificates of Participation
Othwer Schaol, High Schout and Community College District Centificates of Participation
City of Nan Dicgo General Fund Obligations and M'THE Authority
Oty Municipal Water Distrivt Centificates ol Participation

TOTAL GROSS OVERLAPPING GENERAL FUND OBLIGATION DERT
Lesst Oray Municipal Water District Cenificates of Panicipation
Grossaent Union High School District Cenificates of Purticipation
CHXFE self-supperting from tas incremient revendes)
TOTAL NET OVERLAPPING GENERAL FUND OBLIGATION DERT

GROSS COMBINFD TOTAL DEBT
NEFCOMBINED TOTAL DERT

v Enchudes g and revenue santivipation notes

e Applicable

JU3ry
XTS5
17425
Kot
P40
2122
921.217
Varnn
1N,
106,
HX)
(112X
o,
112
1X),
81003
544 HX).
Various

A7.542¢4
17542
47.842
). 96
Y910
24822
78.727
u.377
61,003
Vurkws
100,
7410

Dud 671

\ 1LASK_
REEAS R A
HATOINN
ANY SN NH)
[RUTXE 1+
N0 36D
13,730,605
SAHT NN
16,920,600
1175000
REXSTYTT]]
0, 370,008
14,047,389
T2 AMLINN
K7.195.000
ES N84S
IRNTIS
LISLZM

S1 2688067
LIS

SEOOLSEAT)

S A3TAMIRSI
[RERLUIRIE]
1ONRL07Y
4398002
J6.028537
5062217
DGR

Y NILK26
2983
QAU
541435000
1,925,877
STAMNM.662
LYTISKT7

61,757
$1.040.265028

SLIY9.333
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th

(4]

121 Excludes tax amd revenue anticipation notes, aovenue. mortgage revente i G sllocation honds and aon-bonded capital leiase abligations.

Continuedy

A4



Ratios to 2001-02 Assessed Valuation:

Direct Debt ($16,920,000) 0.02%
Total Gross Direct and Overlapping Tax and Assessment Debt................. 1.15%
Total Net Direct and Overlapping Tax and Asscssment Debt.................... L%
Ratios 10 Adjusted Assessed Valuation: 4
Gross Combined Direct Debt ($599,530,000) (1) 0.65%
Net Combined Direct Debt ($558,355,000) 0.60%
Gross Combined Total Debi........iiiniiiecrnnnesesnsossseessnonsssssasees 232%
Net Combined Total Debl......o...oeevviereen e ssereseasessssessesssssisssossnssns 2.27%
(1) City $ 16.920.000
City Authorities and Certificates of Participation 541.435.000
San Dicgo Open Space Park Facilities District No. 1 41,175.000
$599.530.000

STATE SCHOOL BUILDING AID REPAYABLE AS OF 6/30/01: $3.341.589

. Source: California Municipal Statistics, Inc.
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CALDERON, JAHAM & OSBORN
AN ACCOUNTANCY CORPORATION

CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS
www.cjo.com

INDEPENDENT AUDITORS' REPORT

The Honorable Mayor, Members of the
City Councit and City Manager of the
City of San Diego, California

We have audited the accompanying general-purpose financial statements and the combining and individual
fund and account group financial statements of the City of San Diego, California, as of and for the year ended
June 30, 2001, as listed in the foregoing table of contents. These general-purpose financial statements are
the responsibility of the City of San Diego, California management. Our responsibility is to express an opinion
on these general-purpose financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financlal audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the general-purpose financial statements are free of material
misslatement. An audit includes examining, on a test basis, evidence supporing the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the general-purpose financial statements referred to above present fairly, in all material
respects, the financial position of the City of San Diego, California, as of June 30, 2001, and the results of its
operations and cash flows of its proprietary fund types and nonexpendable trust funds for the year then ended
in conformity with accounting principles generally accepled in the United States of America. Also, in our
opinian, the combining and individual fund and account group financial statements referred to above present
fairly, in all material respects, the financial position of each of the individual funds and account groups of the
City of San Diego, Caiifornia, as of June 30, 2001, and the resuits of operations of such funds and cash flows
of its individual proprietary fund types and nonexpendabte trust funds for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a.separate report dated
November 21, 2001, on our consideration of the City of San Diego's internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts and grants.

Comaerica Bank Tower PO. Box 1039
600 “B" Street, Suite 1900 1 1236 Stale Street
San Diego, CA 92101 £l Centro, CA 92243
Phone: (619) 234-5137 Phone: (760) 352-6022
Fax: (619) 234-5162 . Fax: (760) 352-2492

E-mail: cjo@cjo.com E-mail: clocpas@thegrid.net



Our auditwas performed for the purpase of forming an opinion on the general-purpose financial statements of
the City of San Diego, California, taken as a whole and on the combining and individual fund and account
group financial statements. The information listed as supporting schedules and statistical datain the table of
contents is presented for purposes of additional analysis and is not a required part of the general-purpose
financial statements of the City of San Diego, California. Such information, except for that portion marked
"unaudited” on which we express no opinion, has been subjected to the auditing procedures applied in the
audit of the general-purpose, combining and individual fund and account group financial statements and, in our
opinion, is fairly stated in all material respects in relation to the financial statements of each of the respective
individual funds and account groups, taken as a whole.

November 21, 2001 wwn ; QOJ»WM -+ OQEPOM
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GENERAL PURPOSE FINANCIAL STATEMENTS

THESE STATEMENTS PROVIDE A SUMMARY OVERVIEW OF THE FINANCIAL POSITION OF ALL
FUNDS AND ACCOUNT GROUPS AND OF THE OPERATING RESULTS BY FUND TYPES. THEY ALSO

SERVE AS AN INTRODUCTION TO THE MORE DETAILED STATEMENTS AND SCHEDULES THAT
FOLLOW.



[THIS PAGE INTENTIONALLY LEFT BLANK]

N,



GENERAL PURPOSE FINANCIAL STATEMENTS

IN ACCORDANCE WITH THE RECOMMENDATIONS OF THE GOVERNMENTAL ACCOUNTING
STANDARDS BOARD, THE FOLLOWING COMBINED STATEMENTS ARE PRESENTED:

Combined Balance Sheet - All Fund Types, Account Groups and Discretely Presented
Component Units.

Combined Statement of Revenues, Expenditures and Changes in Fund Balances - All
Governmental Fund Types, Expendable Trust Funds and Discretely Presented Component
Unit.

Combined Statement of Revenue, Expenditures and Changes in Undesignated Fund
Balances - Budget and Aclual (Budgetary Basis) - Budgeted Governmental Fund Types.

Combined Statement of Revenues, Expenses and Changes in Retained Earnings/Fund
Balances - All Proprietary Fund Types and Simitar Trust Funds and Discretely Presented
Component Units.

Combined Statement of Cash Flows - Al Proprietary Fund Types and Nonexpendable Trust
Fund and Discretely Presented Component Units.

Combined Statement of Chahges in Plan Net Assets.
Notes to Financial Statements.

Required Supplementary information: )
- Pension Trust Funds Analysis of Funding Progress - Last Six Fiscal Years.



THE CITY OF SAN DIEGO

v oo = rAMNUAL FIRAGIAL REPORT |

COMBINED BALANCE SHEET - ALL FUND TYPES, ACCOUNT GROUPS AND DISCRE TELY PRESENTED COMPONENT UNITS

June 30, 200%
{In Thousands }
Governmentai Fond Types Propristary Fund Types
Spscial Detit Coapital Internat
Generst Revenus Service Projects Entesprise Service
ASSETS AND OTHER DEBITS

Cashar Equiy m Pooied Cash and invesiments . . e ¥ w7IT 3 262029 § 4498 % AS24S S §91979 % 1ARL 2]
Cash or Equily m Pgoled Cash ana invesiments - Nr:m»mnable Tt . . e - - .
Cast Wih CustodianFiscal Agent . .. .. T cs 19 95° 2 3] —
Cash wWin CustogianFiscal Agm Noncxoeraaole Tmsl . PR — - - -
\rvesiments at Fair Value .. . e e e e 94 150,398 54,522 P —
Recewaaies.

Taxes - Ne: . 3240 7.199 -— —_

ACCoas - Net e 38.016 1. ? 78.099 Tee3

Clams - Net . . 16 42 - e - "

Specia Assessments - Net . . -— 458 492 - 5 -

Nowes . ... PR — 18,29C - — 12 577 — -

Contnbytons - — - - 2.703

Accrued Interes: 3.0 2,395 L3 4884 9478 165

Grants .. . - 14,774 24.690 11622 -

Loans . ... e e - - - — - .

\.oanslonmbomm Agency P, - ST6 - — - -

Fror Other Funds . P 87.135 3157 200 39,6867 35.223 v—

From Prmary Govemmer' - . - — - —

From Othes Agancres . 635 327 1.525.795 - - -

Securives Solo .. - - — -
Advances 10 Olher Furds 1G.628 10.861 — 609 37.060 0
Avvances 10 Other Agenaies 350 3726 - — — —
Inventores of Waler in Slouge - . — - — 12,799 —
taventores ... .. . — — - - 117 3475
Lang Heig for Resae. . .. . 1.507 - 59.092 - -
Prepac 30d Reimbursabie Hems and Depos LN 152 248 <397 - 136.470 459
Restncled Assels .

Cash or Ecuty i Pooied Cash and brvestments -

Intevest and Redemphon Funds - - - - 20818 -

CasP with CuslodianiFrscal Aqem - - — 47 -
Deferrec Cnarges . .. e e e e i e e .. - - - - 23.934 —
Fued Assets -Ned. . . .. e e e e e e e - - 3457 465 67.29.
Armourd Avasgble for Pa)mem ol

Generat Long-Term Dedt ... . P - - -— - - .-
Amouri W be Prowged for Reﬁwewu o‘

Generatl Long-Yerw: Detn . " - - — — - -— -

TOTAL ASSETS AND OTHER DEBITS - § 222151 § 339.7C5 $ 1706225 § 548648 § 4506188 § 147,951

The ying notes ara an integral pan of the financial statements.

J



Fiduciary
Fund Types

Trust and
Agency

$ 3329
9

3

29
3.026.352

6,354

S 3433920

s

Account Groups

General General

Fixed Long-Term

Assets Oetit
- %

1.618.858 -
- 216,370
2312695

1618858 § 2529065

Yotsis
Prirmary Comp Comp. t Comp 1
Govemment Unit Unit Unt
Son Disgo San Diego
{Momo- Convention Sean Disgo Medicat
randum Center Housing Services
Only} Corporat Commissi Enterprise, LLC
€ 179674 S 2840 § 7387 0§ 1.044
136 -~ . s
20,326 - -
389 . - .
3.225,366 - 28 418 -
39,530 - . -
132,126 3.630 855 3,489
g9
9e5 - — —
30857 - 63,761 -
*3.342 -
32.560 — 5.443 -
51.082 .- - —
24,06t - - —
(X7 .- - o
149,582 -
1.026 542
V531,205 3 307 hed
20.708 - ves
59.488 - - -
4076 - - -
12,799 - - -
4,592 - 97 -
66,599 - - -
133,766 898 5 3
20.818 $,203 754 o
47 - - -
29,934 — —
5 143,880 24.655 93528 -
216,370 - - -
2.312 685 10,315 - -
$ 15052715 48406 § 2038717 3 4,531

Continuad oa next page

Yotals
Reporting
Entity

{Memo-
sandum
Only)

$ 1 7E091%

3233784

38.630
140.075

139672

26,575
a7
29,934
$.262.069
216,370
2.323.010

$ 15,306.523
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COMBINED BALANCE SHEEY - ALL FUND TYPES ACCOUNT GROUPS AND DISCRETELY PRESENTED COMPONENT UNITS

LIABILITIES
Accounts Payate
Accreog WWages anc Benefis
Other Acceuad | \abiities
Frep ovees 401k Plass
tiatety Clams
Maured Bends, Nctes and “werest Payaole
mieres: Accrued i | ong-Term Debt
1Cr q-1arm Debt D@ YWitun Ore Year
Due i t~e funas
Due 1o Lomperent Lt
Vue 10 Orme Agencies
Delerea Revenve
Advances Yom Oiher Sunds
Ceposusradaances fom Gihers
Sundry TrusiL.anihes

i skratec 1 andf  LC'osure a2 Posic osure Care

{Caodal L ease Qbhgarons
Net Hens on Labiiies
Secun.es Farchased
VeTracs and Notes Hayav e
1 oans Payable

Boras Fayatie-

TOYAL LIABILITIES ... .. (et e

FUND EQUITY AND OTHER CREDITS
Invesune~t v General Fuxed Assets
Conmbuted Capdat
Retaneds € anings .Cehat)

Reservec for Claims ara Conungencies
Reserveu for Saneral | wg-Term C aims
Girsérved
Fourd Ralancys
Reservee lor | and Helo for Resale
Reservea for Lncumbrances
Reserved for Advances ana Deposits
Reserved for Nonespendable Trus:
Reserved lor Penswon Benefits
Reserved lor Debt Service
ttvresenved
Designdtec ‘or Unreatzed Gany
Designatea ©” Subsequent Years'
Expendrures
Jndesgnaled

TOYAL FUND EQUITY AND OTRER CREDITS ...........

TOTAL LIABILITIES AND

FUND EQUITY AND OTHER CREDITS .......... «ouee.

June 30, 2001
(In Thousands }

Governmental Fund Types

Special Dett
General Revenue Service

2057 b % 669 $ 27

21.445 1377 -

.. 18 ..
- - 4

- 43,369 -

- *.566 -

e 292
31,942 52.934 529 %64
.. 609 635

- 7266 -

1100 - -
144,442 128.086 1530 228

71507 .-

v1,150 34 181 -

*09/8 11328 -
a1 563 174.807
2287 T 1409 1.194

2132 42643 .-

51 162 92,985 -
nmw 231619 176 M

222,15% $ 339705 § 1706229

$

S

The accampanying notes are an integral pan of the financial statements.

Capitat
Projects

4332

59097
11224

2268

193,078
12521

496929

548 648

, A

wh

Propuatery Fuand Types

Emerprise

$ 40 140 s
23957
3186

7.94%
47
15310
29.924
4

2,404
435,086
4,567
$.92¢
£95%
443
©AQT 8%

16989.350

1€30032

16856

2.836 88E

S 4506188 §

Internat
Sesve

3.922
837

37,366
279
4,742

579°4

17320

1096
129,261)
44737

61718

147,951

et



THE GITY OF SAN DIEGO -

Fiduciary
Fund Types

Trust and
Agency

S 4,382

342

105.269

417.023

30

700
2776

3.016.897

$ 3,433,920

Account Groups

Generat General
Fixed Long-Term
Assets Dobt
3

$ -
- 52.122

44,963

- 13233

25599

- 41900

- 2250

- 2,347 998

- 2,529 065
1,616.858 -
1616 858

S 1618858  § 2.529.065

Totais
Primary
Government

{Memo-
tandum
Oniy)

$ 70.536

$

114.254
3260
10%.269
89.374
49
15.589
34.671
149,582
1,566
2.7%5
1679.813
§9.468
15.023
19.484
9,920
3rarn
30.983
204.146
1616.756
3.250
2347998

661°.038

1615 858
1630258

1.096
(29.281)
1.221.593

66.599
166.897
22 308
1239
2,996 760
216.370

1.188

238.553
272.141

8.441.677

15,052,715

c L ad t c L hd Cc Lal
Unk Unit Unit
San Disgo San Diego
Convention San Diego Medical
Conter Housing Services
Corporation Commission Enterprise, LLC
$ 1,907 § 199 $ 1.987
1,185 1818 -
2,772 1.449
9.500 - -
P 1,188 1,561
2,005 6,154 -
3,600 867 -
— 8411
20,169 21.883 2,748
24,655 81.568 .
- - 20
—- 100 420 1,763
3,582 - -
2823 181.988 1.783
¥ 48,406 §  203BN $ 4531

$

Totaly
Reporting
EMity

{Momo-
randum
Onily}

74.826
117.257
7481

105 269
89 374
9.549
15.589
34 €671
149,582
1.566
5.504

1 687,972
59.483
19,490
19.484
9.920
37272
30.983
204.146
1625167
3.250
2347990

6.655.88

1725081
1630278

1096
{29.281)
1.323.776

66 599
166 897
22.306
12,339
2.996.760
216,370

7.188

242.135
272 141

8.653.685

15,309,523



THE CITY OF sm u&so

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
ALL GOVERNMENTAL FUND TYPES, EXPENDABLE TRUST FUNDS AND DISCRETELY PRESENTED COMPONENT UNIT
Year Ended June 30, 2001
{ in Thousands )

General
REVENUES
P-openy Taxes . .o . . U e . . S 156,585
Special Assessments . R . e e e e i .. -
Sales Taxes . .. . Lo e . e e e . e e e e . 142,069
Other Locat Taxes .. e e R .. . e o . 109,159
L censes and Pernu:s L. .. e . e e e e s . 22,154
Fines. Forfetures and Penaties .. .. ... .. . ... .. .. . L Lo e e 29.776
Rever e from Use of Money ana Propeny.. e L. . . 40.8¢°
Reverue f-om Federal Agencres . e e e e e e e e e e e 787
Reverue “om Other Agencies . R [T . e e e e e e e e 87.262
Revecue from Private Sources .. . .. . . . ... L. L. J N e e e e e
Charges or-Curent Servees . . - . .. . .. .. . L e e e e e e e B4.° 56
Other Reverve . e e e e e e e e e e . e e e e e e e 2806
TOTAL REVENUES .. cters mrese 4esemreenerserasaenst et rersbst SRS RSSO Ae s b v Ta bR 671387
EXPENDITURES
Curret
General Government . . e e ) .. P e PR 73 800
Com-nunity and Ecoromic Develocmem . .. .. . . F R 19778
PeolzSafety . . . . . . ... .. . L. e e e e e e 369.607
Libranes . .. . . . ce . L. P S 26.494
Parks Recreawon anc C.al‘we c. e e e e e e . . . 56,748
Pubic Works . e e e e e R . 80,999
Housng and Commurty Deve.opment . . .. e e e e e e -
Public Transporiauon e L. . e .. -
Employee Relations and Speciat Pro;ects .. e . e e e e 548
Miscetanecyus ard Urallocaled . Lo . .. . . . . N *.367
Costof issuance. Bonds ardNoles . . . .. . ... .. .. .. .. P . . g
Capra Projects
Dett Sevice.
Prncipal Retvement . L. e e e e e .-
Irteses: - Lo e A T e e e e e 4676
TOTAL EXPENDITURES .......... - feeerereeces 639,957
EXCESS (DEFICIENCY) OF REVENUES OVER EXPENDITURES ......... [, 37430
OTHER FINANCING SOURCES (USES)
Vranslers from Propretaryif duciary Funds . . . e e e drer e e e 4C74
Transfers from Othes Funas . . e e e e e e e e e e e e 29.236
Transfers from Componem Una . . . . .. . .. . ... . . .. L. . . .. e e B6
Transfers from Prmary Govemmen: .. . .. . “ A e e e e - . -
Transfers o Propretary Funas . . . . e e S (14.274;
Transferswo OtherFunds .. .. . ... . .. et e e e e e e e e R . 132.60;
Trans‘e’s 1o Component Unst e e oo e e e .. . €650
Proceeds irom Loans Payable . . . . . e e e e R e - -
Proceeds ‘r7om Spec a- Assessment Bor\ds N e P ee e e . -
Pinceeds ‘rom Tax Allocawan Bonds L . e e . N . P
TOTAL OTHER FINANCING SOURCES (USES) . {14.129)
EXCESS (DEFICIENCY) OF REVENUES AND OTHER FINANCING SOURCES
OVER EXPENDITURES AND OTHER FINANCING USES cuuuece ons crarmeracimenscasosesssssssmssmessssss mssson sssssesssoseossssssesases cass 22.3C1
Fund Baiances at Begsnning of Year . . .. - 54,406
Residual Ecuty Trars‘e's from {to) Otber Funos
FUND BALANCES AY END OF YEAR ....... ...... - remnasesseans on cusmsesene - 8 7.707

- The accompanying notes are an integral pant of the financial statements



$

Governmental Fund Types
Speciat Dobt
Revenue Service
20033 § 16.934
9.026 9.749
38,008 -
84.026 -
4,470 -
3.125 -
32550 11.685
35,938 o
30.721 94538
20,667 032
17,625 e
3.118 '-
299.337 131538
7.740 12
8,052 =
36.948 -
4,870 ”
58,175 T
71.279 =
13.580 -
s —
7.878 -
‘ ——
P 21455
18.334
1475 §2.758
1.620 119,094
229.963 174.139
8.374 (40.501)
145 _
101 578 42819
1,050
(743} -
{170,659) (2274)
(11,733) <!
o 4575
42.9% 13,394
(37.369) 58,514
32.005 17912
199,239 158,088
3715 _
231613 § 176,001

Capital
Projects

6,249

41,647

8,179

1
23.239
3411
10,347
56.264

$.820

155,177

8,320
25

1,272
279
61

1.899
449.435

461,291

(306.114)

1.400
62.578

(613)
{30,674)

222
66,264

89.177

(216.937)
713.866

496,929

$

Fiduciary
Furdd Type

Yotals
Primary
Government

.—TMl

(4.990)
10,099

5108 §

201.801
18.77%
221,724
193177
34,803
32,902
109.067
40.136
222.868
77.7195
101.781
11,544

1,266.373

95.992
27830
406.590
31.547
116,312
152,558
13.641
8

8.435
1371
4,054
473,373

54,233
125,330

1,511,274

(244.901)

5618
236.208
1,136
(15,630)
(236.208)
(12.383)
22
60.839
56,390

96,193

(148.708)
1.135.698
375

987,365

Component
Unit
San Diego
Convention
Center
Corporation

1.348

2,508

13,860
1,182

24,898

29310

{4.412)

6.638

2,226

135

3,582

Totals
Reporting
Entity

(Memo-
randum
Onty)

s 201801
18,775
221,724
193,377
34,803
32,902
116,415
40,136
225,376
.77.795
115,641
12,726

1,291,271

95.992
27.830
406.590
31,547
141,814
152,558
13,641
8

8.435
1371
4,054
477.181

54,233
125,330

1,540,584

(249.313)

5619
236,208
1,136
6,638
{15.630)
(236.208)
{12.383)
222
€60.839
§6.390

102,831

(146,482)
1,137,054
ars

$ 990947
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COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN UNDESIGNATED FUND BALANCES

BUDGET AND ACTUAL (BUDGETVARY BASIS) - BUDGETED GOVERNMENTAL FUND TYPES
Year Ended June 3, 2001
{ In Yhousands }

The accompanying notes are an integral part of the financial statements.

10

General Fund

Actusion
Budgetary
Basis
REVENUES
Propeny Taxes . s 158,585 §
Special Assessments
Sales Taxes 142,069
Otherlocal Taxes . 109,151
Licenses and Permits 22,154
Fmes Fordeilures ano Penalies 29,276
Revenue om Lse of Money and Propenty 38,554
Ravenue from Federal Agencies 787
Revenue from Other Agencies . 87,262
Revenue Yom Payate Sources
Charges ‘ol Cumrerd Services 84.156
Other Revenue . . 2,606
Excess Revenue Appropnated . -
TOYAL REVENUES ... oooor e ieiiis ceen w oo srerees cove 50 ssoscmimnsns s oo oo . [P 675.100
EXPENODITURES i
Cumrent
General Govemmeny 82 528
Community and Econcm-c Developme~: 20 643
Pubhc Salety 373.175
Libranes 27.0%4
Parks. Recreaton and Cutuwe 59 153
Pubbc “Works 84.718
Housuy and Comm.nity ..,eveoomem hd
Pubic Transponation -
Employee Relatio~s and Special Pm‘ec(s .. 548
kscellaneous arg 1418
Cagutal Projects -
Debt Servce
Principai Ret-ement -
interesi 4616
TOTAL EXPENDITURES ... . oot ve oot cee + v s v s s v s e e o cetremsenmiins cee = - . 653.293
EXCESS {DEFICIENCY) OF REVENUES OVER EXPENDITURES .. oot s torvee e iverriincnns 21,807
OTHER FINANCING SOURCES (USES)
Teansfers from Propneta-y:F duc:ary Funds 5.552
“ransters from Other Funds 29.2%
“ranslers irom Component . ond | 86
“ranslers 10 Propretary Funds 114.274)
Tra~sfers to Other Funas 132.601)
“ransters to Component Lnd . {650)
TOTAL OTHER FINANCING SOURCES [USES) «.c..cc v vrvvnt wmenes winnimnein « + svsteras csusne s sunscossnsronn a0 = sasssiomstacess 112 6513
EXCESS [DEFICIENCY) OF REVENUES AND OTHER
FINANCING SOURCES OVER EXPENDITURES AND OTHER FINANCING USES .. ...... cocceeveics wtiis seviocissnnne 9 156
Furd Balances Undesignated at July 1. 2000 29 536
Reserved for Encumbrances ai July 1, 2000 - 11628
Reserved for Deb: Service at July 1 2000 -
Reserved-for Dedt Service a1 June 30, 2001
Desgnated ‘or Subsequent Years' Expenditures at July 1 2000 2972
Desgnaled for Subsequent Years' Expendiures at Jure 30 2001 12.132)
FUND BALANCES UNDESIGNATED AT June 30, 200¢ ... ... _ .. SRR S ] 51160 $

Budget
159 874

139 696
99 709
19 512
27143
32038

875
5151
80,580

3,390
4,508

642.476

466
671 280

128 8041

11897
35 465
86
14274
132.601;
1650)

in

128,88°%

29.536
14,628

2,972

15,255

L



“THE CITY G Sk O

Budgsted Budgeted Budgeted Totals
Spaciat Revenve Funds Debt Service Funds Capital Projects Funds {Memorandum Only)
Actual on Actusl on Actus! on Aclual on Vasiance
Budgetary Budgetary Busgetary : Budgetary Favorable
Basls Budget Basis Budget Basis Budget Basis Budget {Unfavorable)
$ 4714 3 4415 s 2,358 § 2361 § - s - 3 165657 § 166,650 § (989
8919 9,027 - - 8.919 8,027 108)
35968 40,180 — §558 1.108 183,595 160,984 2,611
84.026 80.407 - - - — 193.377 160,116 13,061
1,140 1.5 - - - 23794 21,046 2.248
3,017 2409 - - ~ 32,193 29,552 3241
16.932 15.095 168 101 497 2t 56.15% 471,255 8,096
— - 3,195 11,453 3,982 12,328 (8,346)
14,551 14.956 — 9,974 16,569 111 787 106,696 5,091
122 42 - 3 3 125 « 80
17.066 16.298 - — - 101.222 96,878 4344
825 2.878 - - 4,183 3,187 7.614 9,455 {1.347)
- — - — - — 4,508 (4,508)
187,280 187,241 2,526 2,462 23,410 32.361 888,316 864.540 23778
1,287 1.510 - 256 2,445 84.07 89,489 5418
— - — - - - 20643 21,244 601
19,10 FARTN) - - - - 392,285 401,282 8.997
- - - - - 27.094 27,557 463
62,359 4725 - 218 2,202 121 130 139,46 17.616
61,064 68.410 - - -— e 145,182 155953 10,771
6,631 7.515 - 6631 1,515 834
1" 130 - - — 11 130 ng
- .- - - - 548 636 88
—_ — . -~ - - 1.418 1.550 132
S0 13.317 - - 15,438 29,752 21.148 43,129 21,981
- - 2,095 2,095 - - 2.095 2,095 -
- - 1,498 1,498 - - 6.114 6.114 -
156,172 186,768 3,593 3,593 15912 34,399 828,970 896,040 67.070
31,108 a3 (1.067) (1.131) 7.498 (2.038) 59.346 {31.500) 90.846
145 131 - - - 5697, 12.028 (6.331)
65.761 71,563 1,068 1,069 8540 8,540 104,606 116,837 (12.03%)
1.050 1.000 - - — - 1136 1.086 50
_1743) (743) -~ - - - (15.017) (15.017) -
(W2.917) (110.869) - - (13.452) {13.452) {153.970) (156,842} 2912
(5.04%) {5.170) - - - (5.699) {5.820) 17
146.747) 144,100) 1.069 1.069 (4.812) (4.912) (63.241) (48,028) (5.2
(15.639) 143.635) 2 (62) 2.586 (6.950) 13.895) {79.528) 75633
44,344 44,260. - - 3,604 3.694 77.574 77,490 84
13,148 13,148 - - 2,796 2.796 21,512 2512 -
- - 2.993 2,993 - - 2993 2,993 —
it = {2,99%) (2.99%) - - (2.995) {2.995) At
11.351 11,351 1.787 1.787 16,110 16,110 -
(8.324) - - - 03,724} - (14,180) - (14.180)
S 44880 % 25,124 S - 3 ) $ 7,139 § w327 s 103,179 § 41,642 3§ 61537

n



COMBINED STATEMENT OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS/FUND BALANCES
ALL PROPRIETARY FUND TYPES AND SIMILAR TRUST FUNDS AND DISCRETELY PRESENTED COMPONENY UNITS

OPERATING REVENUES
Eamings on invesiments
SaleofWater . . . ..
Charges for Services
Contributions”

Revenue from Use of P'opmy
Usage Fees ..
Other

TOVAL OPERATING REVENUES

Year Ended June 20, 2003
{ In Thousands )

OPERATING EXPENSES
Benefit and Clawn Payments
P and Operati
Cosl of Matenals Issued
Cost of Water Purchased
Tnes .

Admmtslratm .
Depreciation and Amomuhon

TOTAL OPERATING EXPENSES

OPERATING INCOME {LOSS)

NONOPERATING REVENUES IEXPENSES)

Eamings on Investmerts

Foderal Grant Assistance ..

Other Agency Grant Assistance .
Debt Service Imerest Paymems . .
Costof Issuance of Lang - Tarm Debt .

Gaw {Loss) on Sale/Rehrement of Fixed A.séﬂs

Drsinbubion 10 Partner
Other

TOTAL NONOPERATING REVENUES (EXPENSES)

INCOME {LOSS) BEFORE OPERATING TRANSFERS

Operating YranstersIn. .
Translers from Govermmental Fi unds
Translers from Primary Govemment .
Operatmg Transfers Out .
Translers (o Governmental Funas
Translars o Primary Governmernt

NET INCOME (LOSS)

Retained EarungsFund Balances a1 Beginning of Year as Restaled

Residual Equity Transfers to Other Funds . .

RETAINED EARNINGS/FUND BALANCES AT ENO OF YEAR i s

The accompanying notes are an integral pant of the financial statements.

Proprietary Fund Types
internal
Entorprise Service
195,706 -
315378 52001
4 42639
3,442 -
53.518 30.326
19675 2.365
587 723 127,30
— 47.306
286,346 45 444
ng 2911
103,321 -
1803 b
122.758 15917
59 080 11103
$80.627 142,681
7.096 §15.350;
54,388 |80
398 -
oM -
(72 534} i561)
11204 -
2 260) 547)
13,687 4,951
(6.694) 4,82)
402 110527)
284 4212
613 5017
(2.348) 20471
(2.755) {2,116}
3805 a439
1,181,036 12113
375) -
1,176,856 16,552



Fiduciary Fund

Nonexpendable

Trust

$ 1,563

63

s 12,339

Totals
Primary
Government

{Memo-
randum
Only)

$ 1,563
195,706

367.442

42,642

3442

83,844

22.040

716,680

47306
33184
23,230
103,921
7.803
139.679
70,183

723.356
i5.676)
55,368
398
a
{73,095}
{1.204)
{2,807}
18,638
(1.87V)
(8.547)
4 496
15 630

(4,496}
(5.619)

1.464

1204.658
1375)
3 1,205,747

Componant
Unit

San Diego
Housing
Commission

H ———

85,964
(14.925)

3,012
73.602

{615}

206
76,205

1.280

3 T 100,420 -

L =]

Component
Unit
San Disgo
Medical
Services
Enterprise, LLC

s -
31123

{1.136)
{539)

2,302

$ 1763

Totsls

(Memorandum
Only)

$ 1,563
195,706
405,276

42,643

J3.442
§3.044
26.760

759 234
47.306
430,335
23,230
103.321
7.803
155.547
72,402
839.944

{80.710)

1,301,008
Q79)
) 1,307,930



THE CITY OF SAN DIEGO"

COMBINED STATEMENT OF CASH FLOWS
ALL PROPRIETARY FUND TYPES AND NONEXPENDABLE TRUST FUND AND DISCREYELY PRESENTED COMPONENT UNITS

Year Ended June J0, 2001
{ In Thousands )

CASH FLOWS FROM OPERATING ACTIVITIES
Operatirg :ncore iLoss!

e O g Income (LOss§ 50

Nel Cash Provideo By (Used Fou Operating Actvdies

Eamings on Investments includeg
n Operatng incpme
Depreciation and Amrosnization
Changes  Assels and Liabiidies
sincrease s Dacrease in Rece-vavles

Accounts and Soecial Assessments - Ne

Frorr Other Funds
From Other Agencies
Fromr anary Government

nir

cncfeasu Decrease in Prapais and Rembursable nems and Deposi's
increase {Decrease;in Accoums Payabdle

increase (Decrease) in Accrued Wages and Benefits

Increase (Decrease} in Other Accruea Liabites

Increase (Decrease’ in . abilily Clowns

increass (Docreasei m Due to Other Funds

ncraase (Deocreasel in Due 10 Other Agencies

Incrgase {Decrease) in Deferred Revenue .

Increase {Decrease) in Net Pénson Liabilies

ncreasa’Decrease’ i Eshmated Landfil Closure and Posxbswe Care
Osstabution 10 Pasiner
Ot-er No:

g Revenue (Exp
NET CASH PROVlDED a8y (USED FOR)
OPERATING ACTIVITIES .. . ... o s it it it b ctrrsiaenns vrer sare sa & sevesemerss & serten ¢ Sopmasbatsansas saee ones =

CASH FLOWS FROM NONCAPITAL FINANCING ACYIVITIES
Residual Equity Transters to Other Funds

Operaung Yransfers in

Funds

Yransfovs kom Pamary Governmen
Operaung Transfers Out
Transfers to Governmentat Funds

Ogperating Grants Receiveo ..
Proceeds from Mvances and Deposils

P

and Dep

NET CASM PROVIDED BY (USED FOR)
NONCAPITAL FINANCING ACTIVITIES ... ccncris vienen s

Vhe accompanying notes are an integrat pant of the financial statements.

\L]

Proprietary Fund Types
Internal
Enterprise Service
7.096 {15.350)
59 080 11,103
16.437 {253}
24
-- 270N
(V1.175s Lt
i2.864) i189;
91.628 358)
i5.635) 1431)
2,261 1.414
285 -
1,862 1003
(1.449) -
3 —
19 862 15431
1.207 244
814 -—
13.637 4,951
~92 799 (998
(375)
284 4,212
613 15,07
12 349) 12040
{2 755} 12.116;
4609 -
487 574
3.162; 16)
12 646} 20,691




Flduciary
Fund Type

Nonexpendable

Trust

1.578

Totals
Primary
Government

(Memo-
randum
Only}

(6.676)

{1.563)
70 183

15,885
24

12,703}

{11.175¢
(3053)
91.270
(6.066)
3.675
285
2955
11 449)

3
19.39
1451
814

18,638

191,817

{375)
4,496
15,630
(4,496)
15.619)
4609
6.228
13.178)

17 295

Component
Unit

San Diego
Mousing
Commission

s (74,925)

2219

60
(4.827)

(75,153}

78,697

Continved on next page

15

Component
Unit
San Diego
Medical
Services
Enterprise, LLC

891

4

(1050)

(1.201)

Totails

{Memorandum
Onty)

3 (80.7 10V

(1,560

72.402 -

14,936

(4.827)
{2,703}
(11.175)
(1.051)
588

{3.062)

91,437

{6.02m
3705

2955
(1.449)
(140)
20 450
145
814
11.050;
18.844

115,463

375}
4496
15 630
5.745
{4 496)
15.619)
11 136)
78 211
6.228
13.178)

95.506

b rne
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THE'CITY OF SAN €

COMBINED STATEMENT OF CASH FLOWS
ALL PROPRIETARY FUND TYPES AND NONEXPENDABLE TRUST FUND AND DISCRETELY PRESENTED COMPONENT UNITS
Year Ended June 30. 2001
{ In Thousands )

Proprietary Fund Types
Internal
Enterprise Service

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

*rocceas ‘rom sswance ¢! Long-Term Debt S 195 a7 s 7,264

Procesos ‘com Cerinbuted Capital . 38 059 o

Acq. ston of Fixea Asse's 1265 403: 12C.3*5,

Pruceeds o the Sate of Faed Assels 326 w17

P nepal Payment or Capha .2ase +1469; :5,366)

Prcpal Pad on Lang-"em Cebl 125 132; st

aterest Paw on Long-Term Deot . . 172 65 15501

NET CASH PROVIDED 8Y (USED FOR) * ”
CAPITAL AND RELATED FINANCING ACTIVITIES ... ... woit ohin e s+ e e e svenrciemene veeme (140.83S; 7.796:

CASH FLOWS FROM INVESTING ACTIVITIES

iPuichaseSate of tnvestments . — o

nterest ano Dwvicends Received on | -veslmems 53073 951

NET CASH PROVIDED BY (USED FOR)
INVESTING ACTIVITIES . . . i e o o o e e e e emeee e e 53.072 951

Net Increase (Decrense; ~ Case and Cash Equivalents 102,389 2648
Cash and Tash Equavatents at Begmiung cf Vear ©10.519 68 855
CASH AND CASH EQUIVALENTS AT END OF YEAR ... ... .0« et iisisee e e s e e cv e e v mine s asee smr s e s = ¥ 112.9C8 3 7y 703

The accompanymg notes are an integral part of the financial statements.



Totais
Fiduciary Primary Component Component
Fund Type Government Unit Unit . Totals
San Dlego
{Memo- San Diego Medical
N pendabl rand: Housing Services {Memorandum
Trust Only) Commission Enterprise, LLC only}

s - H 192 681 3 - S - $ 192,681
38.059 - - 38,059
- (285.718) .219) - {266.937)

1.517 - — 1,517
- (6.835) (110) - (6,945)
- (25.132) - - (25,132)
—_ (73.203) {675) — {73.818)
- (156 631) (.944) - {160,575)

{319) (319) 2313 - 2.054

1.061 55.085 3012 106 58,203

742 54 766 5,385 106 60,257

10 105,247 6,985 (1,581 110.651

518 679,892 1.126 2,625 663.643

$ s28  § 785,139 § 8111 $ 1,084 $ 794,294
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JHECITY OF SAN DIEGG, .7 - b

COMBINED STATEMENT OF CHANGES IN PLAN NET ASSETS

PENSION TRUST FUNDS
Year Ended June 30, 2001
{ In Thousands )
Pension
Trust
ADDITIONS
CONUIDULIONS ... ... oeeeecieietceene s eceteiern s sessseseaeassorssesessensene | suevssosenn cnernane $ 175,958
Earmings on Investments ; . R rrerrestoran sasseesurbsesseseuteasatansens {59.271)
ORI ICOMIC ....oooiv ceeiceeeee s eeieeeies cvsaees eesssseressnsersscseeseassorssssseans . n
TOTAL OPERATING ADDITIONS 117,058
DEDUCTIONS
Benefit and Claun Payments ... .......coeevnet coereee. e rvemere e meesesseseeresarseieetteen « o anesserees 191,585
Admunistraton ... . . JOT 6.252
Depreciation ..... ... 28
TOTAL OPERATING DEDUCTIONS ...... . 197.885
NET INCREASE . (80.807)
NET ASSETS AT BEGINNING OF YEAR N 3.080.256
NET ASSETS AT END OF YEAR $ 2.999,449
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NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2001

SUMMARY OF SIGNIFICANT POLICIES

The City of San Diego (the "City") adopted ils charter on Apnl 7. 1931 and operates as a municipality in
accordance with Stale laws. The Cily is governed by an elected nine member City Councl, including the

Mayor. Residents of the City are provided with a wide range of services including parks, recreation. police,
fire, water and sewer services.

The accounting policies of the City conform to accounting principles generally accepted in the United States
of America ("GAAP") as applicable to governmenta! units. The following is a summary of the more significant
of such policies

a. Scope of Financial Reporting Entity

As required by GAAP, these financial statements present the government and its component units, entities
for which the government is considered to be financially accountable

Blended component units. although legally separate entities, are, in substance. part of the government's
operalions and so data from these units are combined with data of the primary government. Component

units should be included in the reporting entity financial statements using the blending method if either of
the following criteria are met;

i. The component unit's governing Body is substantively the same as the governing body of the primary
government (the City).

ii. The component unit provides services entirely, or aimost entirely, to the primary govefnment or
otherwise exclusively. or almost exclusively, benefits the prirnary government even though it does not
provide services directly to it

- included within the reporting entity as blended component units:

« Centre City Development Corporation

+ City of San Diego Metcopolitan Transit Development Board Authority
(a joint-powers agency)

+ Convention Center Expansion Financing Authority

«  Public Facilities Financing Authority

* Redevelopment Agency of the City of San Diego

* San Diego Data Processing Corporation

+  San Diego Facilities and Equipment Leasing Corporation

= San Diego Industrial. Development Authority

*  San Diego Open Space Park Facilities District #1

*  Southeastern Economic Development Corporation
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SUMMARY OF SIGNIFICANT POLICIES (Continued)

A bnief description of each blended component unit follows

Centre City Development Corporation. inc 1s a not-for-prafit public benefit corporation organized
1975 by the City 1o admn-sier cerlain redevelopment projects in downtown San Diego and to provide
redevelopment advisory services to the Redevelocpment Agency of the City of San Diego  Centre City
Development Corporation’s budget and Governing Board are approved by the City Council and
services are provided excluswvely to the City

City of San Diego Metropolitan Transit Development Board Authority was established in 1988 by a
jont exercise of powers agreement between the City and the San Diego Metropoltan Development
Board The City of San Diego Metropoltan Transit Development Board Autharity was crealed to
acquire, construct maintain repair, manage, operate and control facilities. to provide public capital
improvements including public mass transit guideways public transit systems and retated
transportation facilities pumarily benefiing the City. The Cily appoints two Councilmembers 1o the
Governing Board and the San Diego Metropolitan Development Board appoints one The Authority
provides services almost entirely to the City

The Convention Center Expansion Financing Authority (the ~Authority”} i1s 3 joint powers authonty
formed under and pursuant to Section 6500 et seq. of the Califormia Government Code and a Joint
Exercise of Powers Agreement dated as of May 1. 1996. between the City and the San Diego Unified
Port District (the *Distiicty  The Authonty was established to assist the City and the District with

respect to the financing . acquisition and construction of an expansion to the existing convention

center The Governing Board is administered by the Mayor, the City Manager the District Direc!
and a member of the Board of District Commuissioners.

The Public Facilies Financing Authonty was established in 1991 by a joint exeicise of powers
agreement between the City and the Redevelopment Agency of the City of San Diego to acquire.
construct. maintain repar manage operale and control facilities for public capital improvements
The Public Facihites Financing Authenty provides services exclusively to the City.

The Redevelopment Agency of the City of San Diego was established by the City in 1958 1n order to
provide a method for revitalizing detenorating and blighted areas of the City and bégan functioning
in 1969 under the authonty granted by the community redevelopment law. The City Council is the
Governing Board and the Redevelopment Agency of the City of San Diego provides services
exclusively to the City

San Diego Data Processing Corporation was formed i 1979 as a not-for-profit public benefit
corporation for the purpose of providing data processing services to public agencies. primaniy the
City. which s the sole member The 'San Diego Data Processing Corporation's budget and Governing
Board are approved by the City Council San Diego Data Processing Corporation provides services
almos! exclusively to the City

The San Diego Facilities and Equipment Leasing Corporation is a not-for-profit pubhic benefit
corporation estabuished in 1987 by the City for the purpose of acquining and leasing to the City real
and personal property to be used in the municipal operations of the City. The City Councit is the
Governing Board and the benefit is exclusively to the City

The San Diego Industnal Development Authortty was established in 1983 by the City for the purpo,
of providing an alternate method of financing to participating parties for economic developme..
purposes The City Council1s the Governing Board and benefit is exclusively to the City

3
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SUMMARY OF SIGNIFICANT POLICIES (Continued)

The San Diego Open Space Park Facilities District #1 was established in 1978 by the City for the
purpose of acquiring open space properties to implement the Open Space Element of the City's
General Plan. The boundaries are contiguous with the City's. The City Council is the Governing
Board and the benefit is exclusively to the City.

Southeastern Economic Development Corporation. Inc. is a nat-for-profit public benefit corporation

.organized in 1980 by the City to administer certain redevelopment projects in southeast San Diego

and 1o provide redevelopment advisory services to the Redevelopment Agency of the City of
San Diego. Southeastern Economic Development Corporation’'s budget and Governing Board are
approved by the City Council and services are provided exclusively to the City.

Discretely presented component units, also legally separate entities, have financial data reported in a
separate column from the financial data of the primary government to demonstrate they are financially and
legally separate from the primary government. Component units should be discretely presented in the
reporting entity financial statements when neither of the above two criteria are met

Included within the reporting entity as discretely presented component units:

*

San Diego Convention Center Corporation (*SDCCC")

SDCCC is a not-for-profit public benefit corporation originally organized to market. operate and
maintain the San Diego Convention Center. On July 1. 1993, SDCCC assumed similar responsibility
for the San Diego Concourse as well. The City is a sole member of SDCCC and acts through the San
Diego City Council in accordance with the City Charter and the City’s Municipal Code. The City
appoints seven voting members out of the nine-member Board of Directors of SDCCC. The City is
liable for any operating deficits and would be secondarily fiable for any debt issuances of SDCCC

(currently, there is no debt outstanding). SDCCC is discretely presented because il provides services
direct to the citizenry

San Diego Housing Commission ("SDHC")

SDHC, a government agency was formed by the City of San Diego. under ordinance No. 2515 on
December 5, 1978 in accordance with the Housing Authority Law of the State of California. SDHC
primarily serves low income families by providing rental assistance payments, rental housing, loans
and grants to indiwiduals and not-for-profit organizations and other services. SDHC is discretely
presented because it provides services directly to the citizenry

San Diego Medical Services Enterprise, LLC ("SDMSE")

The SOMSE was organized on May 2, 1997 to provide emergency medical services and medical
transportation services to the citizens of San Diego Operations began July 1, 1997. The SDMSE
partners are the City of San Diego and Rural Metro of San Diego, Inc.. a wholly owned subsidiary of
Rural Metro Corporation {a private corporation) The SDMSE governing board is comprised of five
members, three of whom are appointed by the City. The City is financially obligated for any deficits
and debt of SDMSE up to a maximum of $6.500.000 over five years. The SDMSE is dcscretely
presented because it provides services direct to the citizenry.
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1.  SUMMARY OF SIGNIFICANT POLICIES {Continued)

Complete financial statements for each of the indwidual component units may be obtained from the City
Auditor and Comptroller's office.

Each blended and discretely presented component ynit has a June 30 year end

b. Basis of Presentation

The accounts of the City are organized on the basis of funds or account groups, each of which is
considered a separate accounting enlity The operations of each fund are accounted for with a separate
sel of self-balancing accounts thatcomprise its assets. liabilities, fund balance/retained earnings, revenues
and expenditures/expenses The various funds are summarized by type in the financial statements. The
following fund types and account groups are used by the City:

GOVERNMENTAL FUND TYPES

Governmental fund Types are thase through which most governmental functions of the Cily are financed.
The acquisition. use, and balances of the City's expendable financial resources and the related liabilities
(except those accounted for in Proprietary Fund Types) are accounted for through Governmental Fund
Types The measurement focus 1s upon determination of financial position and changes in financial
position. rather than upon net income determination. The following are the City's Governmental Fund
Types

General Fund - The General Fund 1s the general operating fund of the City. Itis used to account for
all financiat resources, except those required to be accounted for in another fund. :

Special Revenue Funds - Special Revenue Funds are used (o account for the proceeds of specific
revenue sources {other than those for expendable trusts or for major capital projects) that are legally
restricled to expenditures for specific purposes

Debt Service Funds - Debt Service Funds are used o account for the accumutation of resources for,
and the payment of. general long-term debt principal. interest and related costs.

Capital Projects Funds - Capital Projects Funds are used to account for financial resources to be used
for the acquisition or construction of major capital facilities (other than those financed by Proprietary
Fund Types and certain trust funds),

PROPRIETARY FUND TYPES

Propnetary Fund Types are used 1o account for the Cily's ongoing organizations and activities which are
similar to those often found in the private sector and are accounted for on the flow of economic resources
measurement focus and use the accrual basis of accounting  Under this method. revenues are recorded
when earned and expenses are recorded at the time liabilities are incurred. The City adopts all applicable
Financial Accounting Standards Board ('FASB") Statements and interpretations issued on or before
November 30. 1989. in accounting’ and reporting for its proprietary operations unless those
pronouncements conflict with or contradict Governmental Accounting Standards Board ("GASBT)
pronouncements The measurement focus is upon determination of net income, financial position and
changes in cash flows The following are the City's Proprietary Fund Types
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SUMMARY OF SIGNIFICANT POLICIES (Continued)

Enterprise Funds - Enterprise Funds are used to account for operations (a) that are financed and
operated in a manner similar to private business enterprises - where the intent of the governing body
Is thatthe costs {expenses, including depreciation) of providing goods or services to the general public
on a continuing basis be financed or recovered primarily through user charges; or (b) where the
governing body has decided that periodic determination of revenues earned. expenses incurred,
and/or netl income is appropriate for capital maintenance. public policy, management control,
accountability or other purposes.

Internal Service Funds - Internal Service Funds are used to account for the financing of goods or
services provided by one department or agency to other departments or agencies of the City, or to
- other governmental units on a cost-reimbursement basis.

FIDUCIARY FUND TYPES

Fiduciary Fund Types are used to account for assets held by the City in a trusteé capacity or as an agent
for individuals, private organizations, other governmental units, and/or other funds:

Trust and: Agency Funds - Trust and Agency Funds include Expendable, Nonexpendable, Pension
Trust and Agency Funds. Nonexpendable and Pension Trust Funds are accounted for and reported
in the same manner as Proprietary Fund Types since capital maintenance is critical. Expendable
Trust and Agency Funds are accounted for and reported similar to Governmental Fund Types.

ACCOUNT GROUPS

Account Groups are used to establish accounting control and accountability for the City's general fixed
assets and general long-term debt. The following are the City’s account groups:

General Fixed Assets Account Group - This account group is established to account for all fixed
assels of the City. other than those accounted (or in the Proprietary Fund Types.

General Long-Term Debt Account Group - This account group is established to account for all fong-
term debt of the City. except for that accounted for in the Proprietary Fund Types.

Basis of Accounting
Govermnmental Fund Types, Expendable Trust and Agency Funds:

The modified accrual basis of accounting is followed in the Governmental Fund Types, Expendable Trust
and Agency Funds. Under the modified accrual basis of accounting, revenues are recorded when
susceptible to accrual. i.e., both measurable and available. Available means collectible within the current
period or soon enough thereafter to be used to pay liabilities of the current period.

Revenues which are considered susceptible to accrual include reat and personal property taxes, other
local taxes, refuse collection franchise fees, fines, forfeitures and penalties, motor vehicle license fees,
interest and state and federal grants and subventures. In applying the susceptible to accrual concept to

state and federal revenues, the legal and contractual requirements of the numerous individual programs
are used as guidance

Licenses and permits, charges for services, and miscellaneous revenues are recorded as revenues when
received in cash because they are generally not measurable until actually received.
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1. SUMMARY OF SIGNIFICANT POLICIES (Continued).

Expenditures are recognized when the related fund fiability is incurred except for (1) principal and interest
of general long-term debt which are recognized when due, and (2) employee annual leave and claims and
judgments from litigation and self-insurance which are recorded in the period due and payable since such
amounts will not currently be liquidated with expendable available financial resources. The fotal future
liability is reflected in the General Long-Term Debt Account Group.

SDCCC. a discretely presented component unit. is accounted for under the modified accrual basis of
accounting.

Proprietary Fund Types, Pension Trust and Nonexpendable Trust Funds.

The accrual basis of accounting is used in all Proprietary Fund Types. Pension Trust and Nonexpendable
Trust Funds Under the accrual basis of accounting. revenues are recognized when earned, and
expenses are recorded when incurred. Estimated unbilled revenues from the Waler and Sewer Utility
(Enterprise) Funds are recognized at the end of each Fiscal Year. This estimated amount is based on
billings during the month following the close of the Fiscal Year. ’

The City reports deferred revenue on its combined balance sheet. Deferred revenues arise when a
potential revenue does not meet both the "measurable” and "available” criteria for recognition in the
current penod Deferred revenues also anse when resources are received by the City before ithas a legal
claim to them, as when grant monies are received prior to the incurrence of qualifying expenditures. In
subsequent periods when both revenue recognition criteria are met, or when the City has alegal claim to

the resources., the liability for deferred revenue is removed from the combined balance sheet and revenue
is recognized.

SDHC, a discretely presenied component unit, is accounted for under the accrual basis of accounting.
SDMSE a discretely presented component unit, 1s accounted for under the accrual basis of accounting
d. Property Taxes

The County of San Diego (the “County") bills and collects property taxes on behalf of numerous special
districls and incorporated cities. including the City The City's collection of current year's taxes are
receved through periodic apportionments from the County.

The County's tax calendar is from July 1 to June 30. Property taxes attach as a lien on property on
March 1 Taxes are levied on July 1 and are payable in two equal instaliments on November 1 and
February 1, and become delinquent afler December 10 and Aprif 10. respectively.

Since the passage of California’s Proposition 13, beginning with Fiscal Year 1978-79 general property
taxes are based either on a flat 1% rate applied to the 1975-76 full value of the property or on 1% of the
sales price of any property sold or of the cost of any new construction after the 1975-76 valuation.
Taxable values of properties {exclusive of increases related 10 sales and new construction) can riseata
maximum of 2% per year.

This Proposition 13 limitation on general property taxes does not apply to taxes levied to pay the debt
service on any mdebtedness approved by the voters prior to June 6, 1978 (the date of passage of
Proposition 13).
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1. SUMMARY OF SIGNIFICANT POLICIES (Continued)

Property tax revenue 1s recognized in the Fiscal Year for which the taxes have been levied, provided the
taxes are recewed within 60 days of the end of the Fiscal Year. Property laxes received after this date
are not considered available as a resource that can be used to finance the current year operations of the
City and, therefore, are not recorded as revenue unfil collected. .

The City provides an allowance for uncollected property taxes of 3% of the outstanding balance which is
reflective of historical collections.

e. Budgetary Data

On or before the first meeting in May of each year, the City Manager submits to the City Council a
proposed operating and capital improvements budget for the Fiscal Year commencing July 1. Such
budget includes annual budgets for the following funds:

General Fund

Special Revenue Funds:
City of San Diego:

Acquisition, improvement and Operation

Environmental Growth Funds:
Two-Thirds Requirement
-‘One-Third Requirement

Police Decentralization

Public Transportation

Qualcomm Stadium Operations

Special Gas Tax Street Improvement

Street Division Operations

Transient Occupancy Tax

Zoolagical Exhibits

Other Special Revenue

Centre City Development Corporation
Southeastern Economic Development Corporation

Debt Service Funds
City of San Diego:
Pre-Arraignment Detention Facility
Public Safety Communications Project

Capital Projects Funds
City of San Diego:
Capital Outiay

Public hearings are then conducted to obtain citizen comments on the proposed budget. During the mont'h
of July the budget is legally adopted through passage of an appropriation ordinance by the City Council,

Budgets are prepared on the modified accrual basis of accounting except that (1) encumbrances
outstanding at year-end are considered as expenditures and (2) the increase/decrease in reserve for

advances and deposits to other funds and agencies are considered as additions/deductions of
expenditures.
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SUMMARY OF SIGNIFICANT POLICIES (Continued)

‘The City budget 1s prepared net of obligations under reverse repurchase agreement interest expense.
For budgetary purposes, obligations under reverse repurchase agreement interest expense is considered

a reduction of interest earnings.

Budgetary controt for the City's General Fund is exercised at the salaries and wages and non-personnel
expenditures level. Budgetary control for the other budgeted funds. including those of certain component
units. 1s maintained at the total fund appropriation fevel. Al amendments to the adopted budget require

Cuy Council approval except as delegated in the Annual Appropnation Ordinance

Reported budget figures are as originally adopted or subsequently amended plus prior year continuing
Such budget amendments dunng the year, including those related to supplemental
appropriations, did not cause these reporied budget amounts to be significantly different than the originally
adopted budget amounts Appropnafions lapse at year-end to the extent that they have not been
expended or encumbered The supplemental budgetary appropriations made in all funds were not

appropriations

material

The following is a reconciliation of the excess {deficiency) of revenues over expenditures prepared on the

GAAP basis to that prepared on the budgetary basis (in thousands):

Excess (Deficiency) of Revenues and Other
Financing Sources over Expenditures and
Other Financing Uses - GAAP Basis

Add (Deduct) - (Excess) Deficiency of
Revenues and Other Financing Sources
Over Expenditures and Other Financing
Uses - GAAP Basis for Non-Budgeted Funds

Budgeted Funds:

Deduct.

Encumbrances Outstanding
June 30, 2001

Reserved for Advances and Deposits,
June 30, 2001

Designated for Unreahzed Gains
June 30, 2001

Add - Reserved for Advances and Deposits,
June 30, 2000

Excess (Deficiency) of Revenues and Other
Financing Sources Over Expenditures and
Other Financing Uses - Budgetary Basis
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General Revenue  Service Projects

Fund Funds Funds Funds
$23.301 $ 32,005 $17913 (3216.937)
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(11.150) (17.521) o {1.052)
(10978) (11.315) 0 0
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1.  SUMMARY OF SIGNIFICANT POLICIES (Continued)

f.  Encumbrances

Encumbrance accounting, under which purchase orders, contracts and other commitments for the
expenditure of funds are recorded in order to reserve that portion of the applicable appropriation, is
employed as an extension of formal budgetary control in the budgeted Governmental Fund Types.

Encumbrances outstanding at year-end are reporied as reservations of fund balances since the
commitments will be honored through subsequent years' continuing appropriations. Encumbrances do
not constitute expenditures or liabilities for GAAP reporting purposes

g. Investments

At July 1, 1997. the City and its blended and discretely presented component units adopted GASB
Statement No. 31, "Accounting and Financial Reporting for Certain Investmenis and for External
Investment Pools,” which requires certain investments to be reported at fair value. At June 30, 2001, all
such investments are presented at fair value.

h. Inventories

Inventories, which consist of both water in storage and operating supplies. are valued at the lower of cost
or market Such inventories are expensed when consumed.

i.  Restricted Assets

Proceeds from debt issuances, funds set aside for payment of Enterprnise Fund revenue bonds and SODHC
deposits servicing low interest construction and rehabilitation foans made by various banks are classified
as reslricled assets since their use is hmited by applicable bond indentures.

The City is required by state and federal faws and regulations to make annual contributions to finance the
closure and posiclosure care of its Miramar fandfill. Such contributions are presented in the Enterprise
Fund financial statements as restricted cash or equily in pooled cash and investments.

j- Land Held for Resale

All property purchases by the Redevelopment Agency are charged to Capital Outlay Expenditures. Land
held for resale is capitalized in the Special Revenue and Capital Projects Funds on the lower of acquisition
cost or estimaled resale value. Fund balances and reserved amounts are equal to the carrying value of
land held for resale because such assets are not available to finance the Agency's current operations.

k. Fixed Assels

General Fixed Assets

General fixed assets are those acquired for general governmental purposes. Assets purchased are
recorded as expenddures in the Governmental Fund Types and capitalized at cost in the General Fixed
Assets Account Group. Donated fixed assets are recorded in general fixed assets at estimated fair market
value at the date of donation. Certain assets for which actual costs are not practically determined have
been valued on the basis of a professional valuation which determined their estimated historical cost.
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SUMMARY OF SIGNIFICANT POLICIES (Continued)

Fixed assels comprising the infrastructure of the City, including roads bridges pools, curbs and gufters,
streets and sidewatks, drainage systems and hghting systems. have not been capitahzed Such
infrastructure assets normally are immovable and of value only to the City. Therefore. the purpose of

stewardship and cumulative accountability for capital expenditures is satisfied without recording these
assels

No depreciation has teen provided on general fixed assets

Proprietary Fund Type Fixed Assets.

Fixed assets owned by the Proprietary Fund Types are stated at cost if purchased or constructed. or al
estimated fair market value if receved as a donation Depreciation has been provided over the estimated

useful lives using the straight-line method The eslimated usefu! lives are as follows

Structures and improvements 30-40 years
Plants. dams canals laterals and equipment 3-150 years

Interagency Current Recetvables Payables and Long-Term Debt

For reporting purposes the City considers interagency long-term loans to be operating transfers.
Accordingly. “loans receivable” are classified as “transfers out” while ™oans payable” are classified as
“transfers in". Interest on loans are recorded only when due. Loan amounts. including interest. are noted
in the footnotes to this report When loans are repaid such transactions are also recorded as “transfers
out” (typically ‘rom the Debl Service Fund) and “transfers in ” and the loan balance 1s reduced m the

footnotes Interagency current receivables and payables are classified as accounts “recewable from" and
“due 10" other funds

Long-Term Liabilites

Long-term iiabities expected to be financed in future years from Governmentat Fund Types are accounted
for n the General Long-Term Debt Account Group Long-lerm liabilities of all Proprietary Fund Types are
accounted for i therr respective funds

Employee Annual Leave

The City provides combined annual leave 10 cover both vacation and sick leave. Itis the City's policy to
permit employees to accumulate between 6 25 weeks and 17 5 weeks. depending on hife date, of earned

butunused annualleave Accumulation of these earnings will be paid to employees upon separation from
service

In addition. sick leave earned through August 1981 by employees hired prior to July 1. 1975 1s payable
upon separation under the following conditions® (1) 50% of the employee's accrued amount upon
retirement or death o- (2) 25% ol the employee’s accrued amount upon resignation.

In Governmental Fund Types and Expendable Trust Funds. the costs for annual leave that are expected
to be liquidated with expendable available financial resources is reported as an expenditure and a fund
liability of the governmental fund that will pay it Amounts not expected to be liquidated with expendable
available financial resources are reported in the General Long-Term Debt Account Group No expenditure

is reported for these amounts  In Proprietary Fund Types. annual leave benefits are recorded as a liability |

in the period earned.
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1. SUMMARY OF SIGNIFICANT POLICIES (Continued)

0. Claims and Judgments

r.

In Governmental Fund Types. the costs of claims and judgments are recorded as expenditures when
payments are made. The liabilily for anticipated future claims 1s recorded in the General Long-Term Debt
Account Group in recognition of the City's obligation to fund such costs from future operations. In
Proprietary Fund Types, the costs of claims and judgments are recorded when the liability is incurred and
measurable

Fund Equity

Portions of fund equity have been reserved for specific purposes. Reservations were created to either
(1) satisfy legal covenants that require a portion of the fund balance to be segregated or (2) identify the
portion of the fund balance that is not appropriable for future e;(pendi\ures

Designated fund balance indicates that portion of fund equity for which the City has made tentatfve plans.

Undesignated fund balance indicates that portion of fund equity which is avaitable for appropriation in
future periods.

Statement of Cash Flows

All of the related City's restricted and unrestricted "Cash or Equity in Pooled Cash and Investments" and
"Cash with Custodian/Fiscal Agent" are classified as cash and cash equivalents, since they are readily
convertible to known amounts of cash or are so close to their maturity that they present an insignificant
risk of changes in value because of fluctuations in interest rates.

A summary of noncash investing. capital and financing activities for the year ended June 30, 2001 is as
follows (in thousands)

Enterprise internal Service

Non-Cash Fixed Assets Additions
Donated Assets $ 161 $ 0
.Capi(al Lease - 2310 6.691
Developer Contributed Assels 30,619 90
Total $33.080 6,691

SDHC's investments had a difference between the carrying amount of $21,379.143 and fair value of
$21,426.980 equal to $47.837. SDHC did not adjust its books as the difference was deemed immatenal.

Memorandum Only - Total Columns on Combined Statements

Amounts in the "Total - Memorandum Only* columns in the combined financial statements are presented
to aggregate financial data. The tolal includes fund types and account groups that use different bases of
accounting and the captions "Amount Available for Payment of General Long-Term Debt” and “Amount
to be Provided for Retirement of Long-Term Debt" which are not assets in the usual sense.
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SUMMARY OF SIGNIFICANT POLICIES {Continued)

Data in these columns do not present financial position or results of operations in conformity with GAAPR,
nor is such data comparable lo a consolidation. Interfund eliminations have not been made in the
aggregation of this data.

s. Comparative Data

Comparative total data for the prior year have been presented in the accompanying combining financial
statements in order to provide an understanding of changes in the City's financial position and operations.
However, comparative data have not been presented in the combined statements because their inclusion
would make certain statements unduly complex and difficull to understand

{. Estimates

The preparation of {inancial statements i conformity with GAAP reguires management to make estimates
and assumptions that affect the reported amount of certain assets and liabilities and disclosure of
contingent assets and habilities at the date of the financial statements and the related reporied amounts
of revenues and expenses dunng the reporting period

Actual results could differ from those estimates. Management believes that the estimates are reasonable.

u Reclassification

Certain prior year amounts have been reclassified to conform with current year presentation

CASH AND INVESTMENTS

As provided for by the Government Code. the cash balance of substantially ali funds are pooled and invested
by the City Treasurer for the purpose of increasing interest earnings through investment activities The
respective funds’ shares of the total pooled cash and invesiments are included in the accompanying combined
balance sheel under the caplion "Cash or Equity in Pooled Cash and Investments.” Interest earned on poolea
investments 1s deposited to certan participating funds based upon each fund's average daily deposit balance
during the allocation period with all remaining interest deposited to the General Fund

“Cash With Custodian/Fiscal Agent” represents funds held by bank trustees on behalf of the City and its
component umts. For several component units, the purpose of these accounts is o invest cash related to
certain oulstanding long-term debts and to distribute princtpal and irterest payments to debtholders. Forother
component units and the City the purpose of these accounts is solely to distnbute principal and interest
payments to debtholders.

“Investments al Fair Value™ represent investments of the City and San Diego City Employees Retirement
System (SDCERS) Reporting of investments at fair value is in accordance with GASB's 25, 27. and 31
“Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans.”
"Accounting for Pensions by Stale and Local Governmental Employers.” and “Accounting and Financial
Reporting for Certain Investments and for Externat Investment Pools.” respectively.

SDCERS has, via a secunties lending authonizalion agreement. authorized a fiscal agent to lend its securities
to broker-dealers and banks pursuant to a form of loan agreement.

During the Fiscal Year. the fiscal agent lent Domestic and International Fixed Income and Equily Portfolios and
received cash (United States and foreign currency), secunties issued or guaranteed by the United States
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CASH AND INVESTMENTS (Continued)

government, sovereign debt rated A or better, Canadian provincial debt, convertible bonds, and irrevocable
letters of credit as collateral. The fiscal agent did not have the ability to pledge or sell collateral securities
delivered absent a borrower default. Borrowers were required to deliver collateral for each loan equal to: (i)
in the case of loaned securities denominated in United States dollars or whose primary trading market was
located in the United States or sovereign debt issued by foreign governments. 101.5% of the market value of
the loaned securities; and (i} in the case of oaned securities not denominated in United States dollars or

whose primary {rading markel was not located in the United States, 104.5% of the market value of the loaned
securities.

SDCERS did notimpose any restrictions during the Fiscal Year on the amount of the loans that the fiscal agent
made on its behalf and the fiscal agent indemnified SOCERS by agreeing to purchase replacement securities
or return cash collateral in the event borrower failed 1o returned a loaned securily or pay distributions thereon,
There were no such failures by any borrowers fo return loaned securities or pay distributions thereon during

the Fiscal Year. Moreover, there were no losses during the Fiscal Year resulting from a default of the
borrowers or the fiscal agent.

During the Fiscal Year, SOCERS and the borrowers maintained the night to terminate all securities lending
transactions on demand. The cash collateral received on each foan was invested, together with the cash
colfateral of other qualified tax-exempt plan lenders, in a collective investment pool. As of June 30, 2001, such
investment pool had an average duration of 75 days and an average weighted maturity of 548 days. Because
the loans were terminable at will, their duration did not generally match the duration of the investments made
with cash colfateral. On June 30, 2001, SDCERS had no credit risk exposure to borrowers. The collateral

held and-the market value of securities on loan for SDCERS as of June 30, 2001 were $180,088,057and
$174,806,297, respectively.

Aggregate cash and investments are as follows at June 30, 2001 (in thousands)’

Total
Cash or equity in pooled cash and investments $1.769,813
Cash with custodianffiscal agent, including restricted cash with custodian 20,762
investments at fair value 3,225,366
Restricted pooled cash and investments 20818
Totat $5,036.759

Deposits

At June 30, 2001. the carrying amount of the City's cash or equity in pooled cash deposits (cash, non-
negoliable certificates of deposit and money market funds) was approximately $243,029,824 and the net
balance per various financial irstitutions was approximately $254,563,634 the difference of which is
substantially due to depostts in transit and outstanding checks. Of the balance in financial institutions,
approximately $455.472 was covered by federal depository insurance and approximately $248, 431,295 was
uninsured. ‘Such uninsured deposits are with financial institutions which are individually legally required to
have government deposits collateralized with govermnment securities held by the pledging financial institution’s

trust departments in the government's name. The market value of such pledged securities must equal at feast
110% of the government's deposis.

At June 30, 2001, "Cash with Custodian/Fiscal Agent” (approximately $20,762,000) was held by the trust

departments of various banks and was not covered by federal depository insurance or collateralized by
securities owned by the bank. '
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CASH AND INVESTMENTS (Continued)

Deposits - SDCCC

On June 30. 2001. the carrying amount of SDCCC's cash deposits was $5.315,828 and the bank balance was
$6.669 483. Ofthe bank balance. $100.000 was covered by federal depository insurance. The remainder was
covered by collateral held by financtat institutions which are individually required by state law to have
governmental deposils collateralized at a rate of 110% of the deposit. The collateral is considered to be held
in the name of SDCCC

Atthe end of each business day, ali balances over a target balance are automatically transferred and invested
in a taxable money market mutual fund which invests in a portfolio of high-quality, short-term securities
consistent with SDCCC's investment policy. These invested funds are not insured or guaranteed by the FDIC
or the U S Government. are not obligations of the bank and are not guaranteed by the bank

Deposits - SDHC

On June 30, 2001. the carrying amount of the SDHC of cash deposits was $7.327,780 and the bank balances
was $8.130.299 Of the bank balances, $500.000 is insured. When the balances exceed $500.000, the funds
are collateratized according to state statues, which require depositories having public funds on deposit to
maintain a poot of securities with the agent of depository having a market value of at least 100% of all public
funds on deposit

Deposits - SOMSE

On June 30. 2001, the carrying amount of SOMSE’s cash lock box deposits was approximately $1.044,010
and the bank balance was $994,.813 Of the bank balance. $100.000 was covered by federal depository
nsurance The remaining balance was uninsured

Investments

In accordance with the charter of the City of San Diego and under authority granted by the City Council, the
City Treasurer 1s responsible for investing the unexpended cash in the City treasury. This investment policy
applies to alt of the investment activities of the City. except for the Pension Trust Funds (for which policies are
noted below). the proceeds of centain debt 1ssues which are managed and invested by trustees appointed
under indenture agreements and the assets of trust funds which are placed in the custody of the Funds
Commission by Council ordinance. All financial assets of all other funds are administered in accordance with
the provisions noted here

The City may transact business only with banks, savings and loans, and investment securities dealers who
are primary dealers regularly reporting to the New York Federal Reserve Bank. Exceptions to this rule can
be made only upon written authorization of the City Treasurer. Authorized cash deposits and investments
are governed by state law as well as by the City's own written investment policy. Within the context of these
limitations. permissible nvestments include (1) obligations of the U S. government and federal agencies. (2)
commercial paper rated A-1 by Standard & Poor's Corporation or P-1 by Moody's Commercial Paper Record.
(3)bankers’ acceptances. {4) negotiable and/or non-negotiable certificates of deposit and non-negotiable time
deposits issued by a nationally or state chartered bank or a state or federal savings and foan association, (5)
repurchase and reverse repurchase agreements. (6) the local agency investment fund established by the
state treasurer. (7) financial futures contracts in any of the other authonzed investments which are used to
offset an existing financial position and not for outnight speculation (8) morigage securities purchased under
an agreement to resell. (9) medium-term corporate notes of a maximum of five years maturity issued by
corporations operaling within the United States and {10) shares of beneficial interest issued by diversifiec
management companies, as defined in Section 23701m of the Revenue and Taxation Code.
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CASH AND INVESTMENTS (Continued)

Ali non-negotiable time certificates of deposit are to be {ully collatesalized with mortgages or eligible securities
in accordance with state law.

The City invests in the State of California Local Agency Investment Fund (*LAIF"). a State of California external
investment pool. LAIF determines fair value on its investment portfolio based on market quotations for those
securilies where market quotations are readily available and based on amortized cost or best estimate for
those securities where market value is not readily available The City valued its investments in LAIF as of
June 30, 2001 by multiplying its account balance with LAIF times a fair value factor determined by LAIF. This

fair value factor was determined by dividing all LAIF parlicipants total aggregate fair value by tolal aggregate
" amortized cost.

Accordingly, as of June 30, 2001, the City's investments in LAIF at fair value amounts to $12,614,834 using
a LAIF value factor of 1.002237525.

The LAIF has oversight by the local Invesiment Advisory Board. The LAIF Board consists of five members

as designated by statute. Al securities are purchased under the authority of the Government Code Section
16430 and 16480 4.

The City, through its Investment Policy. has identified the safety of principal as the foremost objective of the
City. Eachinvestment transaction shall seek to ensure that capital losses are avoided, whether from securilies
default, broker-dealer default, or erosion of market value. The City shall seek to preserve principal by
mutigating the two types of risk. credit risk and market risk.

Credit Risk shall be mitigated by investing in only very safe securities and by diversifying the investment
portfolio so that failure of any one issuer would not unduly harm the City's cash fiow.

Market Risk shall be mitigated by limiting the average maturity of the City's portfolio to three years and the
maximum maturity of any one security in the portfolio to five years, and by structuring the portfolio with an
adequate mix of highly liquid securities and maturities to meet major cash outflow requirements. Trading is
prohibited when cash or securities are not available to pay for the securities being purchased. The taking of
short positions, that is, selling securilies which the City does not own, is also prohibited. It is explicitly
recognized herein, however, thatin a diversified portfolio, occasionat measured losses are inevitable, and must
be considered within the context of the overall investment return.

The following investments below are additionally restricted as to percentage of the cost value of the portfolio
in any one issuer name up to a maximum of 5%. The total cost value invested in any one issuer name will not
exceed 5% of an issuer's net worth, An additional 5%, or a total of 10%. of the cost value of the portfolio in
any one issuer name can be authorized upon written approval of the City Treasurer.

* Bankers Acceplances

* Commercial Paper

* Negotiable Certificates of Deposit
* Repurchase Agreements

* Reverse Repurchase Agreements
* Local Agency Investment Fund

Ineligible_Investments not described in the City's Investment Policy, including, but not limited to. common
slocks and long-lerm corporate notes/bonds are prohibited from use in the portfolio. A copy of the City’s
Investment Policy may be obtained from the City Treasurer's office.
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CASH AND INVESTMENTS (Continued)

Investments for the Pension Trust Fund are authorized to be made by the Board of Administration of the City
Employees’ Retirement System in accordance with the charter of the City. The Board is authorized to invest
in any bonds or securities which are allowed by general law for savings banks. The Board has further
restricted the authorized invesiments to those believed by independent investment counsel to be appropnate
for investment by trust funds operating under the “prudent man* rule as set forth in state law

These investments include, but are not limited 1o, bonds. notes or other obligations, real estate investments,
common stocks, preferred stocks and pooled vehicles. Investments can also be made in financial futures
contracts in any of the other authorized investments which are used to offset an existing financial position and
not for outright speculation

Invesiment policies permit the Pension Trust Fund to invest in financial futures contracts. Financial futures
contracls, which are recorded at market value, are not hedges of existing assets. and changes in the market
value of the contract resuit in recognition of a gain or loss.

A copy of the Pension Trust Funa’s investment policy may be obtained from the Retirement office.
Reverse Repurchase Aqreements

Invesiment policies permit the City to enter into reverse repurchase agreements which is a sale of securities
with a simultaneous agreement to repurchase them in the future at the same price plus a contract rate of
interest. The market value of the securities underlying reverse repurchase agreements normally exceeds the
cash received providing the dealers a margin against a decline in the market value of the securities. ifthe
dealers default on their obligations to resell these securities 1o the City or provide securities of cash or equa’
value. the City could suffer an economic loss equal to the difference between the market value plus accrued
interest of the underlying securities and the reverse repurchase agreement obligation, including accrued
interest payable. Infiscalyear 2001, however, the City did not enler into any reverse repurchase agreements
As such, there was no such credit exposure at year-end

The City's investments at June 30, 2001, that can be specifically identified as to credit risk are categorized as
described below including required disclosures for securities lending (in thousandsy

Category 1 Insured or registered. with securities held by the City or its agent in the City’s name.

Category2:  Uninsured andunregistered with securities held by the counterparty's trust department or agent
in the City's name

Category 3 Uninsured and unregistered, with securities held by the counterparty, or by its trust department
or agent but not in the City's name

20-16

J



2. CASH AND INVESTMENTS (Continued)

Investments that are not subject to credit risk categorization, but that require far value disclosure are also
presented below (in thousands):

Category Fair
1 2 3 —Value
U.S. government and agency securities ‘ $1,308,469  $102,002 $0 $1.410.471
Commercial paper 137.688 - 0 0 137.688
Equity securities {stocks):
- Not on securities loan 1,401,784 0 0 1,401,784
- On securities loan for securities collateral 181 0 0 181
Corporate bonds/notes 127.619 0 0 127,619
Fixed income (bonds) 797.034 0 0 797,034
Repurchase Agreements . 64,550 0 0 64,550
Negotiable CO's 10,014 0 _0 10,014
$3,847,339 $102,002 30 §3!949!341
Investments not subject to categorization:
Fixed income (bonds) on securities loan for cash coflateral 18,587
Equity securities (stocks) on securities foan for cash collateral 166.039
Investment with California Local Agency Investment Fund 12,587
Mutual funds 473,595
Real estate/mineral interest funds 156,010
Mortgage Notes . . 1,618

Other

5,190

Total investments §4!772!967
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2. CASH AND INVESTMENTS (Continued)

Included in the preceding table are investments under the Pension Trust Fund - City Employees Retirement
System (SDCERS) with required disclosures for securities lending {in thousands) Following below are those
investments specifically attributable to SOCERS

Category
Fair
i 2 3 Value
U.S. government and agercy secunties $ 79703 $ 0 S 0 § 797034
Equity securities (stocks)
- Not on securities loan . 1,401 784 0 0 1,401,784
- On securities loan for securities collateral . 181 0 g . 181
$2.198999 S 0 $ 0 $2.198999
Investments not subject to categorization:
Fixed income (bonds) on securities loan for cash collateral 18.587
Equity securities (stocks) cn securities loan for cash collateral 156.038
Real estate/mineral interest funds 156.010
Mortigage Notes 1,618
Total investments $2,631,252

Summary of Investments - SDHC

Investments that are not subject to credit risk categorzation. but that require fair value disclosure are also
presented below (in thousands):

Cateqgory

Far
1 2 3 Value

Commercial papes

0
N

$ 7,039
S 7,039

“O (=]
W W
(Te 8 [ Te]
"‘ﬂ ad
[ IR Law)
|[<lv e
< IO

Investments not subject to categonzation:
Investment with California Local Agency Investment Fund 21,379
Total investments $28,418

Summary of Deposits and Investments

Following is a summary of the carrying amount of cash deposits and investments at June 30. 2001 (in

thousands):
Cash and pooled cash deposits $ 243.030
Cash with custodian/fiscal agent 20.762
Investments 4 772,967
Total $5,036,759
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3.

FIXED ASSETS

General Fixed Assels

A summary of changes in general fixed assets for the year ended June 30, 2001 is as follows (in thousands):

Adjusiments :
Balance and Balance

July 1, 2000 Additions Transfers Deletions  June 30,2001

Land S 450304 $ 36,716 S 0 ($6,020) $ 481,000
Structures and

improvements 497,514 41,011 199 (9.281) 529,443

Equipment - 180,480 18,999 4,290 {7.449) 196,320

Subtotal 1,128,298 . 96,726 4,489 (22,750) 1,206,763

Construction in Progress 332,810 126,289 (4.291) (42,713) 412,095

Total $1.461.108 $223015 $ 198 {$65,463) $1.618,858

The Iollowing is a summary of general fixed assets for SDCCC at June 30, 2001 (in thousands):

Fumiture, Fixtures and Equipment
Leasehold Improvements
Total

Proprietary Fund Type Fixed Assets

Balance Balance
July 1, 2000 Additions Retirements June 30, 2001
$ 5,901 $2,298 $ 3 $ 8,202
15,173 1,509 (229) 16,453
$21,074 $3.807 {$226) $24,655

A summary of Propnetary Fund Type Fixed Assets at June 30, 2001 is as follows (in thousands):

Land and Buildings

Property, Plant and Equipment
Other

Construction in progress
Total
Less - Accumulated depreciation

Total, net

Enterprise Internal
Funds Service Funds
$50,600 $ 1.383
1,402,438 118.850
976.780 0
1,606,504 11,885
4,036,322 132,118
(578,857) (64,826)
§3 457 465 $ 67,292
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3. FIXED ASSETS (Continued)

Trust and Agency Fund Type Fixed Assels

The following is a summary of fixed assets-at June 30, 2001 (in thousands).

Balance Balance
July 1 2000 Additions Deletions June 30 2001

Equipment $553 S 0 $0 $553
Accumulated depreciation {260} (28) 0 (288)
Total ‘ $293 {$28) $0 $265

" San Diego Housing Commission

The following is a summary of fixed assels at June 30. 2001 {in thousands):

Balance Balance
July 1, 2000 Additions Deletions  June 30, 2001

Land $ 38.723 s 770 S0 $39,493
Structures and
Improvements 76.394 0 0 76.394
Equipment 2.509 555 0 3,064
Construction in Progress 6,263 (108) 0 6.157
Subtotal 123.889 1.219 0 125.108
Accumuiated depreciation (29 362} (2.218) 0 {31.580)
Total $94.527 {$999) $0 $93.528

Construction In Progress

A summary of consiruction in progress (CIP) al June 30. 2001 is as follows (in thousands):

General Fixed Asset Account Group S 412.095

Enterprise Funds '
Airports 762
Environmental Services 77,160
Golf Course 5,899
Sewer Utility 1.137.078
Water Utility __385,605
Total Enterprise Funds 1.606.504

Internal Service Funds. -
Central Garage and Machine Shop ' 11,885

Total Construction in Progress $2,030,484
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FIXED ASSETS {Continued)

The Sewer Utility Fund and Water Utility Fund CIP of $1,137,078,059 and $385.605,000 respectively,
represent 75% of total CIP for the year ended June 30, 2001.

The Sewer Utility's construction plans for various projects were estimated to cost approximately $178, 106,000.

As of June 30, 2001, the Sewer Utility's contractual commitments for the projects totaled approximately
$75,809.000.

The Water Utility's construction plans for various projects were estimated to cost approximately $i29,593.000.

As of June 30, 2001. the Water Ultility's contractual commitments for the projects totaled approximately
$77.764.000.

GENERAL LONG-TERM DEBT

General long-term debt consists of general obligation bonds, revenue bonds, certificates of participation
("COP"). special assessment/Mello-Roos bonds with governmental commitment, tax allocalion bonds,
contracts payable, notes payable, loans payable, capital lease obligations, pension obligations, liability claims
(also see Note 18 and Note 19 for more information on contingencies and third party debt) and accrued annual

leave. A summary of these obligations as recorded in the General Long-Term Debt Account Group as of
June 30, 2001 is as follows (in thousands):
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4.

GENERAL LONG-TERM DEBT (Continued)

Type of Obligation

General Obligation Bonds:
Open Space Park Refunding Bonds, Series 1994
Municipal Improvement Bonds, Series 1991

Total General Obligation Bonds

Revenue Bonds/COPs:
Public Facilites Financing Authority

Sewer Revenue Bonds, Series A & B 1997
Public Facilities Financing Authaority

Stadium Lease Revenue Bonds, Series 1996 A
Public Facilities Financing Authority

Sewer Revenue Bonds. Series 1995

Public Facilities Financing Authority
Sewer Revenue Bonds. Series 1993

Metropolitan Transit Development Board
Authority Lease Revenue Refunding
Bonds, Series 1994

Metropolitan Transit Development Board
Authority Lease Revenue Bonds, Series 1993

San Diego Facilities Equipment Leasing Corp
Certificates of Participation Refunding
Series 19968
San Diego Facililies Equipment Leasing Corp.
Certificates of Participation, Series 1996A
San Diego Facilities Equipment Leasing Corp
Certificates of Participation, Series 1993
Certificates of Participation, Series 1991
Public Facilities Financing Authonty
Sewer Revenue Bonds. Series A & B 1999
Public Facilities Financing Authority
Refunding. 1999A & B

San Diego Facilities & Equipment Leasing Corp.
Certificates of Undivided Interests. Senes 1998

Convention Center Expansion Authorty
Lease Revenue Bonds. Senes 1998A

Centre City Parking Revenue Bonds,
Senes 1999A

Total Revenue Bonds/COPs

Interest
Rates

5.0-6.0%
5.1-6.65

37-5.61
6.2-7.45
3.9-6.0

28-525

4 25-5 625

4.5-5.375

4057
40-56

3956
8.0

3.50-5 125
37561

40-5.375
38-4875

45-64

20-22

Maturity
Date

2009
2012

2027
2027
2025

2023

2009

2023

2011
2010

2023
2002

2029
2017

2029

2018

2025

Original

Amount.

$ 64,260
25.500

250,000
68,425
350,000

250.000

66.570

19.5615

11,720
33.430

27.985
8.500

315.410
38,145

385.000
205.000

12105

Balance
Outstanding
June 30, 2001

ittt o

$45,520
18,075

$63,595

233,455
65,905
323.935

213,185

40,505

16,430

10,720
26.975

21.040
1,800

307,715
33,785

385,000

205,000

12,105

———

$1,897,655



4. GENERAL LONG-TERM DEBT (Continued)

Type of Obligation

Special AssessmentMello-Roos Bonds with

Governmental Commitment:

1915 Act Via De La Valle Improvement
Bonds, issued Oclober 1986

1915 Act De La Fuente Business Park Phase |
improvement Bonds, issued Apnl 1989

1915 Act International Business Center
Project Improvement Bonds,
issued September 1990

1915 Act Otay Mesa Industrial Park improvement
Bonds, issued May 1992

1915 Act De La Fuente Business Park
Phase 1l Improvement Bonds.
issued July 1992

Special Tax Bonds, 1998 Series Miramar
Ranch North, issued July 1998

Reassessment District Bonds,
Series 1999

-Special Tax Bonds, 2000 Series Santaluz
issued November 2000

Total Special Assessment/Mello-Roos Bonds
With Governmental Commitment

Tax Allocation Bonds:

Centre City Redevelopment Project Tax
Allocation Refunding Bonds Series 1992.
issued October 1992

Centre City Redevelopment Project Tax
Allocation Bonds, Series 1993A & B,
issued November 1993

Gateway Center West Redevelopment
Project Tax Allocation Bonds,
Series 1995, 1ssued June 1995

Mount Hope Redevelopment Project Tax
Allocation Bonds, Series 1995A & B
issued June 1995

Southcrest Redevelopment Project Tax
Allocation Bonds, Series 1995,
issued June 1995

Horton Plaza Tax Allocation Refunding Bonds
Series 1996 A & B

Interest = Maturity  Originat
Rates Date Amount
6.0-6.8% 2003 $ 2115
7.0-77 2014 4,897
6.1-74 2015 4,172

5.5-7 95 2013 2,235
4.0-71 2017 5,987

3.75-5.375 2020 539,465
4.86-7.857 2018 38.145
6.333 2031 60,370
3.060% 2008  $36.935
4.8756.5 2018 54,350

7.8-9.75 2013 1.400
4482 2020 5,155

4.75-6.5 2020 3.750

3.8-6.625 2017 22.800

20-23

Balance
Outstanding
June 30, 2007

$ 210

3.160

2,810

595

4,940

56,460
35,452
60,370

$163,997

$22,080

38,176

1,090
4,720

2,930

19,920



4. GENERAL LONG-TERM DEBT (Continued)

Interest

Type of Obligation Rates

Centre City Redevelopment Tax Allocation
Bonds, Series 1999 A. B. C,
Issued March 1999 30-6.25

City Heighis Redevelopment Tax Allocation
Bonds. Series 1999 A & B. ‘
Issued April 1999 . 4564

Southcrest Redevelopment Project Tax
Allocation Bonds. Series 2001,
Issued May 2001 Various

Centre City Redevelopment Project Tax
Allocation Bonds, Series 2000A &B,
Issued April 2000 Various

Central Imperial Redevelopment Project Tax
Allocation Bonds. Series 2000
Issued May 2000 Various

North Bay Redevelopment Project Tax
Allocation Bonds Series 2000.
Issued October 2000 Various

Horton Plaza Redevelopment Project Tax
Allocation Bonds, Senes 2000.
Issued November 2000 Various

Total Tax Allocation Bonds

Total Bonds Payable

Conlracts Payable.
Contract Payable to City of Nauonal City

dated March 1987 75
Contract Payable to County of San Diego.

dated June 1987 11.0
Contract Payable to SDSU Foundation

dated December 1991 5.6
Contract Payable to MTDB.

dated January 2000 41

Total Contracts Payable

Notes Payable

Notes payable to San Diego Association of
Governments. vanous dates Various

20-24

Maturity
Dale

2024

2028

2025

2024

2030

2031

2022

2002
2013
2010

2015

various

Balance

Onginal Outstanding
Amount  June 30, 2001
50,650 50,265
15,830 15.830
1.860 1845
27.490 27,490
3,395 3,380
20.000 20,000
15 025 __ 15,025
222,751
2.347.998

2,171 624
423 90
1.598 1,598
1.626 1626
3,938
45.797 26,382



4. GENERAL LONG-TERM DEBT (Continued)

Balance
~ Interest Maturity  Original Outstanding
Type of Obligation Rates Date Amount  June 30, 2001
Note payable to Horton,
dated December 1991 0 2002 34 34
Note payable to Lorren Daro,
dated March 1995 8.0 2005 257 123
Note payable to David Engel,
dated December 1994 6.0 2004 4,800 4,800
Note payable to Wal-Mart,
dated June 1998 4.9 2017 1.308 1,308
Note payable to City Heights,
Not yet dated 6.0 2011 5.315 5315
Total Notes Payable 37,962
Loans Payable:
JMI Padres - Centre City ) 8.0 2009 3272 3,250
Total Loans Payable 3,250
Capital Lease Obligations ‘ 13,233
Pension Obligations 25,599
Liability Claims 44,963
Accrued Annual Leave 52,122
Toftal General Long-Term Debt $2.529,065

The (ollowing is a summary of changes in general long-term debt for the year ended June 30. 2001 (ir{ thousands):

Balance Balance
July 1, 2000 Additions Retirements June 30.2901

General Obligation Bonds $ 68,700 $ 0 $ 5.105 $ 63,595
Revenue Bonds/COPs 1,933,440 0 35,785 1.897,655
Special Assessment/Mello-Roos Bonds ’

With Governmental Commitment 108,180 60.370 4,553 163,997
Tax Allocation Bonds 171.101 56.415 4,765 222,751
Contracts Payable 1.697 2,241 0 3,938
Notes Payable 33.606 6,657 2.301 37,962
Loans Payable 5,972 0 2.722 3,250
Capital Lease Obligations 14,284 0 1.051 13,233
Pension Obligations 24,264 1,335 0 25,599
Liability Claims 32,983 11,980 0 44,963
Accrued Annual Leave 48,275 3,847 0 52,122

Total $2.442.502 $142,845 $56,282 2,529,065

20-25



4. GENERAL LONG-TERM DEBT (Continued)

Additions to general long-term debt for Contracts. Notes and Loans Payabie may differ from Proceeds reportec
on the Statement of Revenues, Expenditures and Changes in Fund Balances due to funding received in prior
Fiscal Years being converted 1o long-term debt through contingent contractuat terms.

The following 1s @ summary of changes in general fong-term debt for SDCCC at June 30, 2001 (in thousands):

Balance Balance
July 1, 2000 Additions Retrements June 30, 2001
Accrued Annual Leave S 669 $ 146 $ 0 3 815
Notes Payable 10.000 0 {500) 9,500
Total Long-Term Debt S 10,669 3 146 ($500) § 10,315

General obligation bonds are secured by a pledge of the full faith and credtt of the City or by a pledge of the
City to levy ad valorem property taxes without limitation.

Revenue bonds are secured by a pledge of specific revenue generally derived from fees or service charges
related to the operation of the project being financed.

COPs provide long-term financing through a lease agreement. installment sales agreement. orloan agreement
that does not constitute indebledness under the state constitutional debt limitation and is not subject to other
statutory requirements applicable to bonds

Special assessmeni and Mello-Roos bonds are issued by the City to provide funds to make certain public
improvements in special assessment and Mello-Roos districts created by the City. These bonds are secured
by property owner assessments with the City having ultimate commitment for the obligation.

The annual requirements to amoartize such long-term debt outstanding as of June 30, 2001, including interest- Y
payments to maturity, are as follows (in thousands}:

Special

Year General Revenue Assessment/ Tax Capitai

Ending Obligation Bonds/ Mello-Roos Allocation Contracls  Notes Loans Lease
June 30, Bonds COPs Bonds Bonds Payable Payable Payable Obligations
2002 $11078 $ 143,438 $13,161 % 17,396 $4123 S 3458 $ 567 $ 4,670
2003 9428 - 141999 13.679 17.670 230 3,596 305 3,901
2004 9,566 142.060 13.739 17,763 229 3,596 330 2.580
2005 9,699 142 136 14,012 17,847 229 8.228 356 1.853
2006 9,841 139.600 14,100 17.967 229 3.271 384 1.416
Thereafter 34,260 2686013 232,851 303,768 1495 _29.829 4,598 306
Subtotal 83,872 3.395.246 301.642 392.411 6.535 51,978 6,540 14,726

Less Interest (20.277) (1,497,591} (137,545} (169,660} {2,597) (14.016) (3.290) {1,493)
Total $63595 $1,897,655 $163997 $222,751 $3,.938 $37,862 $3.260 $13233

Installment Purchase Agreement

The City and the Public Facities Financing Authority ("PFFA™) entered into an instaliment purchase agreement
for the acquisition construction, instaliation, and improvement of its wastewater system. PFFA oblain.ed
financing for the project through issuance of bonds secured by instaliment payments to be made by (he.Cat"
The City has pledged revenues from its waslewalter system to finance these installment payments in ¢
amount equal to the principal and interes! requirements for the associated bonds.
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4. GENERAL LONG-TERM DEBT (Continued)

Defeasance of Debt

In July 1998, the Miramar Ranch North Community Facilities District #1 issued $59,465,000 in Special Tax
Refunding Bonds, Series 1998. The proceeds of the bonds were used to refund the remaining oulstanding
Community Facilities District #1 Special Tax Bonds, 1991 Series A and 1995 Series B. The Refunded Bonds
are considered defeased and the corresponding liability has been removed from the General Long-Term Debt
Account Group. The retunding transaction resulted in total economic gain or present value savings of
approximately $7,130,000 over the refunded indebledness 1n addition, the refunding resulted in a cash flow
difference of approximately $13,492,000.

At June 30,2001, $68.090.000 of defeased bonds including those defeased in prior years are still outstanding.

‘5. PROPRIETARY FUND TYPE LONG-TERM DEBT

Proprietary Fund Type long-term debt as of June 30, 2001 is comprised of the following (in thousands):

Balance
interest Maturity Original  OQutstanding
Type of Oblgation Rates Date Amount  June 30, 2001
" Notes Payable:
Instaliment Purchase Agreement. 1993 2.8-5.25% 2023 $250.000 $ 213,185
Instaliment Purchase Agreement. 1995 3.9-5.0 2025 350,000 323935
Installment Purchase Agreement. 1997 3.7-5.61 2027 250,000 233.455
Installment Purchase Agreement, 1998 4.0-5.375 2028 385,000 385.000
Instaliment Purchase Agreement, 1999 3.9-5.0 2029 315.410 307,715
Total Notes Payable $1,463,290
Loans Payable:
Loan Payable to County of San Diego 0 N/A 100 100
Loan Payable to Water Resources Control
Board 0 NIA 17,156 60,122
Total Loans Payable 60,222
Line-of-Credit with Sanwa Bank Various 4.169
Capital Lease Obhigations for Varicus
Equipment, Various Dales Various Various Varous 28,885
Liabitity Claims 44,411
Accrued Annual Leave 16.381
Pensian Liability 5,309
Total Proprietary Fund Type Debt 1,622,667
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5. PROPRIETARY FUND TYPE LONG-TERM DEBT (Continued)

Annual requirements to amortize such long-term debt as of June 30, 2001, including interest payments
to maturity, are as follows (in thousands):

Capital
Year Ending Notes Lease
June 30. Payable Obligations
2002 $102.428 $7.326
2003 ) 102.418 7.482
2004 102 424 6.451
2005 102.430 . 5.217
2006 102.426 3,702
Thereafter 2,130,165 2,659
Total 2.642.291 32.837
Less-Amounts Representing Interest (1.179.001) (3,952}
Total $1,463.290 $28,885

6. DISCRETELY PRESENTED COMPONENT UNIT LONG-TERM DEBT

Discretely presented component unit long-term debt as of June 30, 2001 is comprised as follows (in
thousands)

San Diego Housing Commission

Balance
Interest Maturity Orginal Outstanding
Type of Obhgation Rates Date Amount  June 30, 2001
Note payable to Washington Mutual.
dated June 1995 Various 2011 $4.725 $4.332
Note payable to Bank of America.
dated February 1985 50-10 2% 2025 3.789 3.383
Note payable to Redevelopment Agency
dated March 1992 00 2022 696 696
Total Notes Payable : $8.411
Annual requirements o amortize such long-term debt as of June 30, 2001 to maturity, are as follows (in
thousands)
Year Ending June 30,
2002 $ 127
2003 133
2004 140
2005 147
2006 154
Thereafter _7,710
Total $8411

Interest is not included due to the rates being vanable. These rates are based upon the Federal Home Loq"
Bank of San Francisco 117 District Cost of Funds Index plus 1.95%.
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INTERAGENCY LONG-TERM DEBT

Long-term debt between the City and its component units has been eliminated in this report. During the year,
the Redevelopment Agency of the City of San Diego has repaid $6,047,005 of principal and $10,842.889 of
interest o the Cily and the City has advanced $11,403.368 to the Agency. Interest of 10.5% totaling
$14,465,444 was accrued to the amounts owed for the year. At June 30, 2001, interagency loans (including
interest) were as follows (in thousands):

Loans and Loans and
Note Receivable Note Payable
City of San Diego $256.351 $ 0
Redevelopment Agency of the City of San Diego 0 256,351
Total §256!351 §256,351

LEASE COMMITMENTS

Operating Leases

The following is a schedule of future minimum rental payments required under operating leases entered into
by the City for property that has initial or remaining non-cancelable lease terms in excess of one year as of
June 30. 2001 {in thousands):

Year Ending June 30,

2002 $11,017
2003 7.535
2004 3,031
2005 2,832
2006 2,589
Thereafter 17,050

Total $44.054

Rent expense as related to operating leases was $11.103,181 for the year ended June 30, 2001.

Capital Leases

The City has entered into various capital leases for equipment, vehicles and property. A schedule of future
minimum lease payments under capital leases as of June 30, 2001 is provided in Notes 4 and 5. These lease
agreements qualify as capital leases for accounting purposes and, therefore, have been recorded at the
present value of the future minimum lease payments as of the inception date in the general fixed assets
account group.

Lease Revenues

The City has operating leases for certain land, buildings and facilities with tenants and concessionaires who
will provide the following minimum annual lease payments (in thousands):
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8.

10.

LEASE COMMITMENTS (Continued)

Year Ending June 30,

2002 $ 21874
2003 21,464
2004 20,668
2005 20,029
2006 19,717
Thereafter 591,217

Total $694,969

This amount does not include contingent rentals which may be received under certain leases of property on

the basis of percentage returns. Contingent rentals amounted to $37,276,359 in the year ended June 30.
2001.

DEFERRED COMPENSATION PLAN

City of San Diego

The City offers its employees a deferred compensation pian created in accordance with Internal Revenue
Code Section 457 The plan, available to alt full-time City employees, permits them to defer a portion of their
salary until future years. The deferred compensation is not available to employees until termination,
retirement, death. disability or an unforeseeable emergency. All assels and income of the deferred
compensation plan are held in trust for the exclusive benefit of plan participants and their beneficiaries.

Farr value of the plan assets was $116.760,663 at June 30. 2001

PENSION PLANS

The City has a defined benefit plan and various defined contribution pension plans covering substantially all
of its employees.

DEFINED BENEFIT PLAN

a. Plan Description

All of the City and the San Dvegd Unified Port District (the "District”) full-ime employees participate in the
San Diego City Employees' Retirement System ("SDCERS").

SDCERS is a public employee retirement s'ystem established in 1927 by the City and administered by a

Board of Administration (the “Board") to provide retirement, disability, death and survivor benefils for its
members.

In 1963, through an agreement between the City and the District, employees of the District became
members of SOCERS.

The Plans a defined benefit plan which covers all eligible employees of the City and the District. The Plan
is a multiple-employer public employee retirement system that acts as a common investment and
administrative agent for the City and the District As a defined benefit plan. retirement benefits are
determined primarily by a member's age at retirement, the length of membership service and the
member's final compensation earnable based on the highest one-year period

20-30



10. PENSION PLANS (Continued)

The Plan provisions applicable to general members are generally applicable to the District's general

members and those applicable to lifeguard members are generally applicable to the District’'s safety
members.

All full-time City and Oistrict employees are eligible to participate in the Plan. Salaried classified
employees become members of the system upon employment. Salaried unclassified employees hired
on or after August 11. 1995 become members upon employment.

SDCERS is considered part of the City of San Diego's financial reporting entity and is included in the City's
financial reports as a pension trust fund

SDCERS issues a stand-alone financial report which 1s available at its office located at 401 B Street, Suite
400, San Diego, California 92101

b. Funding Policy

SDCERS’ funding policy provides for periodic employer contributions at actuarially determined rates that,
expressed as percentages of annual covered payroll, are designed 1o accumulate sufficient assets to pay
benefits when due The normal cost and actuarial accrued liability are determined using the projected unit
credw actuanal funding method. Unfunded actuarial accrued liabilities are being amortized as a level
percent of payroll over a period of 30 years (20 years remaining).

Employees are required {o contribute a percentage of their annual salary to the Plan. Contributions vary
according to age at entry into the plan and salary. The City and the District contribute a portion of the
employees’ share and the remaining amount necessary to fund the system based on an actuarial valuation
at the end of the preceding year under the projected umit credit method of actuarial valuation. Prior to
June 30. 1993, contributions were based on the entry age normal cost method of valuation.

During the period July 1, 2000 to June 30, 2001 contributions totaling $81,914,000 ($45,553.000 employer
and $36,361,000 employee) were made. Of the employer contributions, $36.443,000 was applied to

normal cosl and $9,110.000 was applied to unfunded accrued liability Al of the employer offset
contributions were applied to normal cost.

In 1896 the City Council approved proposed changes o the San Diego City Employees’ Retirement
System (SDCERS) which included changes to retiree health insurance, plan benefits, employer
Contribution rates and system reserves. The proposal included a provision to assure the funding level of
* the system would not drop below a level the Board's actuary deems reasonable in order to protect the
financial integrity of the SDCERS. A citizen required vote on the changes related to retiree health
' insurance passed overwhelmingly in 1996. In 1997, the active members of the SDCERS voted and

approved the changes. Portions of the proposal requiring SDCERS Board approval {employer rates and

reserves) were approved after review and approval by its independent fiduciary counsel and consultation
i with the actuary. The San Diego Municipal Code was then amended to reflect the changes.

oy

™ o

The changes provide the employer contribution rates be “ramped up” to the actuarially recommended rate
in .50 percent increments over a ten year period at such time it was projected that the Projected Unit
Credit (PUC) and Entry Age Normal (EAN) rates would be equal and the SDCERS would corivert to EAN.
The actuary calculated the present value of the difference between the employer contribution rate and
actuarial rates over the ten year period and this amount was funded in a reserve. This “Corridor” funding
method is unique to the SDCERS and therefore is not one of the six funding methods formally sanctioned
by the GASB for expending purposes. As a result for June 30, 2001, the actuary rates are reported to be
$30,983,000 more than paid by the City which, technically per GASB 27 effective for periods beginning

S e
oa
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10. PENSION PLANS (Continued)

after June 15. 1997, s to be reported as a Net Pension Obligation (NPO) even though the shortfall is ¢
funded in a reserve. The actuary believes the Corridor funding method is an excellent method for the City

and that i will be superor 1o the PUC funding method. The actuary is in the process of requesting the
GASB to adopt the Corndor funding method as an approved expending method which would then
eliminate any reported NPO

c. Annual Required Contnbution

The annual required contrnibution for the current year was determined as part of the June 30 actuarial
valuation using the projected unit credit actuarial funding method. The actuarial assumptions included (a)
an 8.0% investment rate of return and (b) projected salary increases of 4.75% per year. Both (a) and (b)
included an inflation rate of 4 5%. The acluarial value of assets was determined using techniques that
smooth the effects of short-term volatility in the market value of investments over a five-year period. The
unfunded actuarial accrued liability is being amortized as a level percentage of projected payroli on an
open basis. The remaining amortization period at June 30. 2001 was 20 years

d Three-Year Trend Analyms

The following table shows the City's Annual Pension Cost {APC) and the percentage of the APC
contributed for the most current year available and preceding years (in thousands).

Percentage of Net Pension
Fiscal Year Ending APC APC Conlributed Obligation
6/30/98 $40.863 75 81% $15.124
6/30/99 44008 78 32 23,046
6/30/00 50,044 78 66 30.983 L
e Net Pension Obligation Three Year-Trend Analysis
The following table shows the calculation of the. Cily's NPO for the most current year available and
preceding years (in thousands)
Actuarial
Required Contribu- Change
Fiscal Year Contribution Interest or ARC Amortization tions n
Ending {ARC) 